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PREPAeE 



Cta Febriiary 14, the U:S. Senate Special Gommittee oh 

Aging contracted with the : tlrban^ ilnstitiite of WasKington, D .C. , 
to conduct a study-of the major income and emplojrnient issues affecting 
older Americans^ l^^hej'esulting^infbrmatibh paper, entitled ^^Emerging 
Options for Work and Retirement Policy/' is a comprehensive dpcu- 
mehtiwhich surveys iUio ec^ impacts of an^ aj^ing population, 

presents an agenda for future research into the principal ihcome and 
employment policy issues^ arid pr4>vides an outline^of those policy 
options/ that ' the coiAmxttee should review iii guiding Congress tb 
legislative ariswere to the^^^ 

The committee would like to acknowledge, and Jain^ 
Storey, f)rincipal author and-<!Oordinator oLthe study; for his leader- 
sbip m successfully s^Tithesizyig a ^^Itibunt of niate^^^ 

otaet tb present a rather complete range of policy options for com- 
mittee consideration, Acknowtedg^neg and thanks ar^^^ to 
several bf Mr. Storey's colleagjues at the institute who contributed i|L^ 
various ways to the formulaiion bf tW^^ 

and research assistance waa received from Margaret B. Sulyetta ifed 
Wendy Goldberg. Richard Wertheirtier, ^Gaiy Hendricks, Sheila Ze^ 
lewski, George Peterson, Nancjr Barrett, and Denys yaughh-Gbbkd. 
provided useful^cpmment ideas tb the project. Brenda Brown^ 

Mary Mingo, arid Penny Rosenwasser assisted ihi the preparatibh bf 
rhahuscripis. _ _ ^ ^ . 

During the past several years, it ha^ becgme jnqre and more ap- 
parent_^at blder Americans desire expanded options" in the, areas 
of retirement income plaririirig aricl emplbynierit. A 
tibri, deficiencies in the present structure of social secSity arid certain 
public and private pension programs^ jdohg^ ail iritrea«ing interest 
on the part bf older workers in part-time emplojnnent and other alter- 
native work mod6s, iridicate that these issuies \vill be among the most 
critical ones for policymakers in: the i986*s. The Menibers of the Senate 
Special Comrnittee on Ag^rig believe that "Emerging Options for Work 
ancl Retirement Policy" swill be extrernely .valuable to them and to 
other professionals in thi^ field bf aging as we formulate an agenda 
which can successfully iaf&t the crucial retiremerit iricome arid emplby- 
rrierit rieeds bf older A^ricatis during the current decade. 

\ ' Lawton GnitES, 

jOhdirrndn. 
Pete V. Domenicx, __ 
Ranking Minority Member: 
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MAJOR POLICY -ISSUES AFFECTING THE 
^ INCOME AND EMPtOYStENT OF OLDER 
AMERI€AN3 

. With the 2ist centuiy only 20 yeiti^ awinr, Congress and the Amori- 
P^9Pl^J*^9?*^^ t^^t lie 

ahead. For severWyreasons it ia particularly important Xhat issues of 
income and employm^^ pf the eld«i?yJ>B full^ debated. 
First, we -have entered an era of peixsion reform following 37 years 
(1935;^72) ^f ^^PA^'M^^^h fa private peiision plans 

that _ greatly imp?x)ved financicd circumstancea of the f^eci, but also 
left important gaps and inadequacies. SecbiKij there are nj4ig©rpus 
pressufes to change retirement policies and pension systems^'iand such 
changes have profound effects dn; Individual weU-^eing and beha^^^^ 
ihe^ ^U'cmnstftnces: ^^^^^^ linibns, and governmental unite; fiscal 

policy ; financial nucrkets;^d the economy overall. Thirds the pres- 
satires for changeareinco no simple remedies in sight. - 

On the one hand » there are good reasons to improve pension coverage 
and beMfits. ^uch seeking f 

— Greater replacement of preretirement earnings: 
PJ^^ction fro 

— Artend to povert]ir for the ^ed. ' - 

— opportunities to enhance pbstretiremeht income through 

secondary jobs. 
— A fair break for working womeiij^ - _ 

—Greater portability of pension credits for mobile woriceKg. _ 
: On the other haiid> resistance to such improvements results from a 
fiscal iisqueeze compbuhded by economic uncertainty. The Hscal 
problems are: _ : : _ . 

~PS>fe_tibhs Qf a Tapid rise in Federal spending oh the aged due 

mamlj^to the aging of: the population. 
— A projected long-mn deficit for social security. 
— Financial difficulties of some State and local governments in 

Meeting pension o^^^ ^ ^: 

— Rising coste of private pensjan plans due to requirements estab- 
•Ushed- by the Employee Retirement Income Security Act 

. i^ERISA). : 

^The financing of pensions was easier during the 37 years of growth, 
TOt^L immature ^s being funded by the contributions of a mush- 
rooming popiilation of young workers and a tremendous growth in . 
the naUon^ econ^ Hbwever, tbday there are no easy ways to 
relieve the pressure: - - 

"^'yr^l^iL tax increases will be strongly resisted at all levels bf 
government. 

(1) 



— ReductioM in the share of public spehdm^ for ch^^^ 

that would be. expecte<h*as the population ages would not be 
suflBcieht to ofTset uicreasj^, ipencfoii^ on the ace<l . * 

— Pressure to raise the normal retirement age will be resisted by the 
manyi peaple who look forward to early pensions . , ; ^ 

— Possible savings from eliminati9n 6f various ^Vindfall" retire- 
ment benefits- for the ^^ehsion elite," while substantial', could not 

• alleviate by itself the. focal constraints to major benefit imprbve- 
meppj ana 

— ^Legislative efforte to reduce the cost of social security or other 
publiq pensions through benefit reforms will engender hpxd 
fought pblilical battles. - . " . , . 

- While piajor legislation to achieve . savings in social security dis- 
ability benefits has been reported in the Senate and in the Hbusej no 
majoF reforms iii income securi'tjr for the aged ar^ likely to be con- 
sidered seriously in this session of Congress. lhs_tead^ current at^i^^^ 
has been focused on narrow changes in law while larger scale changes" , 
are the subject of task forces, commissions c and academic study. 
Thus, in the short run, proposals for modest Jidjustments in benefit 
rules willilikely be'the center of attention. Majbr a^^^ such as a 
new apprasch to social security financing; reform of_ the treatment of , 
women under social SACurity> or Fed^a^ bfpublfc employee 

gBinsion^, will undoubtedly await consideration of the findings of the 
reitdent^S: 3?ensibh Policy the National 

on Social Security, 'the Social Security Advisory Council, and the 
HEW_:Task::Fbr<e pn^ Social Secuidty Univereal Coverage. (^^ last 
two groups have already issqed reports.) The issues discussed in the 
fpllo\vihgj)ages will likely cbnstitute the central themes of t^e coming 
policy debate. ^ :l 

This chapter is organized ground 12 majbr policy- issues, selected 
for their breadth as public policy cbhcerhs and for their impaM^pn the^ 
agiBd. While certainly not the only way to. identify- and organize the 
issues of interest, this: structure provides u useful frani 
which -to discuss :~<1) "The significance oLeach issuej (2) its legislati 
context; (3) how it relates to other major is^^^^ 

lying policy issues and research questions important in its eventual 

resoTutibh by ppUcjTiia^^ : , -.r: 

These 12 major issue areas discussed in this chapteiL are delineated 
in tenns thit^reflect the j^rimary cbnoera&^ voicea in public debate, 
although different (often opposite) perspectives oh each can certainly 
be taken. The 12 issues are stated as follows: 

Issues qJ benefit' adeqy/icy arvdfairruss: _ 

A. Are' retirement incomes and benefits for the laged in^^ 

B. Are subgroups of the retired and aged treated unfairly relative to 
others? ^ - . 

Ao-e retirement systems and pension plans adequately funded? 

D. How should the cbst bf prbvidijjg for retirement income be 
shared? _ - . 

E. Dp pensibnjplaji^^^ 

F. Will an aging population necessitate ah increase in gbvenuneht 
spending? 
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EMploymeM iaaites: _^ ' 

G. Should indtviduals' working lives extend to;plder ages? - ^ ^ 

H. Will critical labor marke^ scarcities and/or surpluses result irom 
pfesent policies and ^trends? 

lames oj syat&n cooT^ihaiib^ :@ 
J^hould the present mix of public and private provision for retu-e- 

m^^incoffl& be changed? i , ui- } .p^pi 

J. Should Federal control be extended over pubhc employee retire- 

™ K* ^^1d the sbciil insurance approach to old age income security^ 
beje^ed? ^^^^^^ jngjot changes in retirement policies and benefit 

svBtems be implemented? J I i , ^ , • - ^ j i. 

This structuring of policy issues should be hapful in understanding 
the fnll spectrum of policy jMuef relevant to income and employment 
for the aged and their interrelationships. 

I. ISSUES OF BENEFIT ADEQUACY AND FAIRNESS 

' A. Are Retirement Incohes xnd Benefits fokItSb Aged 

Inadequate? 

A study conducted by the Social Security Administration of new 
claiiaits for retirement: benefits ifi 1968-70 showed t^ aboui^a 
third of new beneficiBries age 65 were stdl xeceivmg eartSTd mcome, 
and a little over half received pension benefits from private or public 
empldvefr plans; However, about one-thffd of newly retoed _social 
security beneficiaries had neither earnings nor penmon benefits to 
ISment their social security checks (about. 400,00^ new ^reto^^ 
b^ed on today's ahhual volume of new claimants). Oyer half the 
beneficiary group had asset incpme> ^t the medim annual figure 
was only ibout $600. For all married-men beneficiaries_ surveyed_ and 
their spousS, 37 percent of their ihcbme . was derived ^f 
25<j)ereeht from social security, 20 percent J'om,o|her pensi6ns,^and 
13 percent from asset income. For age-65 claiifiKnts, those^who rpceiyed 
both social security and private pension benefits had 54 pertent _ot 
average wages on their joT>s of .longest duration replaced. lhJS_ ratio 
was 1^ than 40i percent for 18 percent of these claifflant^. ^i^.py^r 
• 70 percent for 17 percent of the "claimants, (it was^estimateji^ihatep. 
70 to 78 percent replacement rate would have fully replaced ppe- 
retirement disposable income.)* _ - -t^li^i -ag 

The absence of pension entitlei^eht for many people ovel-^ ^ ^6&. 
the inadequacy of social security as a full support for MrfMSM 
the limited amounts of private saymgs, and tMfKlure ot tne^ 
system to alleviate poverty fully have resulted in a sizable nuh 
elderiy^ who are poor. A stud^ by the Congr^ional Budget; 
has^hdwn that, of the 16.1 milfion houseTioMsiWth beads ag^^5 
or oWer in 1976, 9.6 millibh were jpoor based on mcome^frona private 
sources, although social securi|;y mcome moved 6.1 million these 
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households over the poverty line. Cash welfare and food benefits 
further reduced the nu^ of pogr households with aged heads' 
from 3.5 to 2:3 miHion,_but that still loft 14 jpercont of aged households 
in poverty, and a^ iiicomes less than i. 5 times 

the poverty level: in contrast; for housoiiolds with nonaged heads, 
^i^^^^l^ii^® hedr-pbverty was only 11 percent and 

9 bei*cent> respectively.' _^ • 

the adetjuacy of its financing than its adequacy to, support retirees 
, and their families. Few household income i>r5)joctibhs have bweh 
,^0Hipl_ete(l that mcorporate the 1977 social security amondraents, 
and those pipjections have boon necessarily liiriitod by ^ overly 
su^plistic simulation of private pension "^lans; (2) art inadequate 
representation of thes& plans' interaction with social security; (3) 
a limited explbrati^Mi of t impact of different socioeconomic assump- 
tions; and (4) a lack of analysis of changes in individuals' decisions 
^hpiit rbtirement voreus employment. Ho>ydver, it is generally as- 
sumed that, ^iven a continuation of current pro^Tams and ecdnbmic 
trends, social security \vage:^re^^ rates wiU not change much 

from present le^vols. The incidence of aged poverty shbuliT- decline 
with real increases i^^ secu^rity benefitSi^ poverty income 

levels would still persist for a substantial share of the elderly, perhaps 
affecting larger' abso^^^ of . peVopld when ^he '/baby bbom'' 

generation reaches old age, _ 

"•Likewise- there is no guarantee that current programs left unchanged 
will ever yield a reasp^ rate in retirement. 

Indeed,^ the current distribution of retirement benefits could become 
pbre bimbdalj A rnature^ more middle- and upper- 

income workers may -become multiple beneficiaries under uncb- 
brdinated pubUc and ^ jpensioh, plans, whUe substantial numbers 
of less fortunate workers-^including some who presently have middle- 
class incbme^^^ accumulate little br no private plan benefits- 
. to supplement social security. ;* 

The issue of iidequa he subdivided i^^ 

, (1) Whether income available to persons already in old age is ade- 
quate; -(2) whether income for new retirees and persons jiist reaching 
age 65 is adiequate;_(3) whet^ future income for the latter group and 
for future cohorts oi retii*ed/aged will be adequate ; and (4) the converse 
issue bf the extent tb which pebple are being overpensioned. 

1.. DO TODAYS AGED- INDIVIDUALS HAVE ADEQUATE INCOMES? 

The _goal -of providing, an ''adequate income in retirement' in accord- 
imce^with the American standard bf liviijg'' wtis set f^h'in title I of 
the Older ^imericans Act. A comparison of the inconH5^f families with 
members-who: are 65 years of age and older with that bf younger 
farhilies shows why the quej^tibn of income adeq^uacy of older Ameri- 
cans:has received considerable attention. In 1975, the mecTiari income 
bf single persons age 65 ami older \yi\s $3,408^ but the median income 
of single persons age 55-64 was $5,1^4, and that of 'siiigle persons age 

35^4 was $10,218. Thus, the median ihebm^ bf elderly single persons 

' ' _ _^ --_ . . . ^ - __ - . ^ 

J "Poverty Stiidy.Qf Famillel Under Alternative DeliniCloris oflncdnie/' Cotigrc^biiftl Budget Office, 
bftckground paper No. 17 (revised), June 1977. 



just 66 |)or^^^^^ 33 percofifc, rospoctiv53ly, ot the medinn income 
for thes^e two younger age groups. A cbmparisbh of the ihcpme of two- 
person families headed by individuals -65 years of ago or .older with 
younger two-person families for lg75 found that the median incbixie 
of the ^Idef twa-person families wjis $7,449, yhile it waa $13,^169 for 
twQ-persbh families headed by ihdiv^ 55-64 and $14,1548 for 

two-person families whose henda were in the 45-54 age category. The 
raiibs bf the mmlian iiicoiri^ pf:bl<l:er twq-p^^^ 
laijiilies' medians were 43 percent and 50 percent, respectively^ 

These i^tatistics suggest that the income of bldbr Americtins iirinaxle'- 
cjuate relative to the income of the younger population. But such a 
Goriclusioh may ignore ari important cdmplicating fiUStor — a simple, 
/^ross money income measure may not provide ah accunite cbmparisbn 
^f the overall economic well-being of these subgroups. Moon «nd 
Smolensky argue that the trHditibhal 'mbnc^^ incbmo measute 
economic well-beixig is inappjrcfprin|i5 because li dbes* not measure a 
family's cbmmahd oyer all gbbils and seryices^^ Mahby jncbme ignores 
or uiiderHtates many resLOorces available to families, sfich as net assets 
' a nd elig i bili ty Tpr J n-kin( t ztK^nsf e^ ■ This ^ lim i ta t ion is. p aHicularly 
relevant when the -money income nieasure is^used to compare the re-, 
tired i>bpuliition'^^ sttmda^^^ the nonretit'ed 

population's standiird of living. Both the income needs and the ihcoiiie 
rc50W^€5 of these groups _ . ^ : _ 

Mpney- income understates the ecbhomic well-being bf icetired 
. persons for the fbllbwiiig reasons : _ _ . ' 

— Tax liability. Surveys measure gross pretax ihcbmeL:but a large 
portion df the income ot retired persons (social, security, for 
(Bxarnple) is nbt taxable. In additibh, ribhearhed income ,46 iioi 
-^subject to the payroll tax: _ _ _ . 

— Availability of in-kincl Jbrahsfers.^^^ S^^^^ 
as medicare health benefits, are available to most older Americans 
but nbt to many ybuiiger Americans, arid these benefits are not 
counted as income. . : 

— Liquid assfets. Savings are an income resource .which may be tapped 
in r,etiremeni. _ a 

. — rHbme b\vnership. Retired persons often enjoy an implicit rent 
froni their, owhfer-bccupied hbusihg^^^ : ' i _ i^: 
. — Wprk-relaled expenses^. Retired persons no longer must bear job- 
related expensesVsuchtu^ tb wbrk, uhibri dues, health and 
^ l^tiremSnt plan con tjribut^^ - . 
— Ghild rearing. Re tijed families 'typically no longer bear expenses 

related: to child rearing. * : 

^I^sure^ a resource. The increased leisure tiipe of retired per-^ 
sons has an economic value that should be included in d measure 
df their well-being. - ' : . . _ 

— Shared household arraihgements. Some aged individuals share 
homes with relatives and experience ecoriomies in household 
expenses relative tb typical ybung fartiilies living in their own 
homes. 



' This InfOFmatlon and^dxlitional data are dtsciissed mor* fully In Sheila Zedlewsll, "Defining Betlrfr 

•merit Incoin* Xdeqiiflcy." Urban Institute working paper fiOOHO. March 1078^ ^ - ^ - . 

- « Marilyn Moon and Eugene Sm6leHsky, "Incom«> Economic Status- and Bolicy Toward the Ancc, 
IiutitUte for Research on Poverty, University of Wisconsin (Madison). May 197«. 
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Money income may overstate the woll*boing of the aj^od in sovoral * 
. J) ttier respec ts s uch aa : The higher ho al t li c Hro p Giises of the agpd ; 
and greater limits on mobility which reduce access for.shopping, postr 
retiromant work, acceptance of public services, and utilization of 
leisure time. : ; . . . . . ^ 

There is no-question that a^^significant number of tlie aged live iii 
pbyortj'' as officially (lofmedl Wh^it is unclear is the real oxioht and 
nature ot the economid deprivation they .sufTer, and tHa« possible 
► causal 1 infesi bet ween e c bhpni i c (1 epr i y a t i oh i ii dl d tigo and tlie publ i c 
p(^icies^ private j)ension practices, ami oconojmic-iuul social circum- 
stances that affec the aged poor _^arlic liH)olkno\yn 
as well about the income losses suffered by the nonj)Oor aged relative 
their prio^ arid what the i:auses iii4d effects of these 

income gaps may'be. ' . 

2. AKE NEW hETlHEES AKD SENIOH CITIZENS UECEIVING ADEQUATE! 

B'ENEFITS? • . 

T^e prior iss.ue cQ^ financial well-being of the 

population already in old age today: Thi^^ '^eoonci issue coricems^ the 
adequacy of ihcbrhq, available to those just how retiring or reaching' 
old age. ^ ^ 

iiAUhough a camj)lete]y acGura^^^^ the wagij^eplac^^^ 

rate needed- to maintain prior living standa^jls in retirement may be* 
1 ackirig , a 7 0 tq 80 perceri t re pi ace riien t rMe i s li sli al ly needed to 

-maintain preretirement after-tax cash income. Thus^ pension' plans" 
are often designed so that benefits replace a substantial part'df earn- 
ings over the last few yeai^ before retireTiieht. Oh the other handi 
pensions may be^relattaa to ^in oniployee's career earnings ot to total 
con tribiit ions to a retirement fund, in which case a high rate of replaee- 

, ment of final wages is riot assured. Manjt public employee pensioir 
t>laiis reflect /the former design, ^w^ 

latter, and private pension plans are well represented in both 
categories. • ' l i * _^ 

The more closely a pension benefit is related to filial earnings, <the 
rilbriB it is subject to abuse through manipulation of the earnings level 
just prior to retirement.^ On the other han(], social security's methods 
yield low wage-r9placement. rates for those .^vho imd^'6|fetiv^^^ low 
earnings early in their careers or who were but of triS labtr force for 
Jang periods. Social security compelisates such'^workers for the effects 
of. e areSr ay eragi ng by re pi apin^*^ a mu ch high er pro port i on of I bw 
-average earrangsi-h an of higher aAiounts.^ Added benefits foi* 'spouses , 
i^idjeperidents ra : replacement r^i^t^^ retirees who caii^claim 
them. On average, social security now i^places about 43' percent of^r 
fin 41 ^Y^es, but . thi s_ rate is 7.3 perceri t, f Qf e -^arilpl e j for a lb w- wage 
omarried worker. A Kigh-Wage singfe ^V^o^ker hcts^U repU rate 
Hear 20 percent. Legislation enacted in li977 tb^cbrr^ct a flaw in benefit 
indexing ^vill keep J^utur^j^ej^cenieht ratej^^ne their present levels. 
Ctiey would have risen Under ihe old laNV^ . . ' ' • 

zThe: level trf^wage^ repja^ for retirees inyolve| aspe^cts bf re^^ ' 

tirement systems other* thin benefit formulas and re^tnres tradeoffs ^ 
^ th (ytber goals. Jl*iber g.1 y estmg and pbr t ab iii ty ru 1 es res Ul t in .higher 
total repiacetnent rates^ for^^ample, but also 'encourage l(ibor jno--, 
bilij^. oeriefits fbr dependents arid survivbrs iricrease replacement for* 



some retirees but at tH^ cost of lo^er repla^^ 

particularly working women under social security who lUso qtialify-as 
depehijenj^: oF^siii^ypr^^ the effect •of increasing 

replacement for persons with very low wages, but SSI levels out sbe^^ 
secuTity:bene^.^^erentia^^^ thereby negating 

social security's :#iage replacement for recipients:^ of: both - ^SI ana 
social security (about 8 percent of social security beneficiaries age 65 
or older). ' : i:: : i: : j u^' 

Cbbfdinatidn of credits and benefits among social secunty and public 
employee systems is also- a fS^Spr, For^example^ retirees eligible for 
mdr« than one pension could be much better off, or much worse off, 
than the less mobUe.retireeiv^depe^^ 

and timing of the different spells of employment under separate 
systems, 'Tffie: wid^^^ replacement that now result 

raise* an overaH^quity issue in regard to the fairness of retireijieht 
pr^^teis /or different g^b 

The desbable level of wage replacement depends bn what w^ 
williit^ ta i>a^ in foregone spenaing by those currently working to 
assure a giv^n stanilard of living in retirement^ :Hcwev^ level 
raises social as well as economic issues, since higher replacement leyels 
mean more independent living; for r<^ir^ geographic nibbility, 

and mbfe physical separation of'generations. _ . 

With respect to welfare pirogr^ms^ jn July 19^ Federal 
SSI and food stamp benefits guaranteed an eligible aged pereon $229 
in monthly incorne l$3Slrf c^ aM^ple^ ?^r.e 88 and 105 

percent, respectively, of the weighted average poverty index foraged 
households. Taking Spte supplemental SSI payments into account, 
nine States provide SSI and food stamps to individuaJs2in:excess of 
th^:POverty-level incbme. Hbwever, the participation rate in food 
stamps by eligibles over age 65 is quite low (hp more tban 50 percent). 
The Federal and Stiite SSI payments alone exceed the poverty level 
in seven States for individuals and, 17 States for cbuples.^ 

J,' ■ __ 

/ 3. WILL FUTURE INCOME* FOR THE AGED BE INADEQUATE? 

This i^ue deals with two concerns— whether retirement income 
will remain adequate:oy^ and how adequate 

incomes will be for: futi^re generations of retirees. -mi : jm: 

A fiindameiy>al problem with current retirement systems .ia that 
outcomes are so unpredictable that "careful planning: for retir^^^ 
may be a useless exercise for most people. Socini security policies der 
pend on legislation that is often enacted rajwdly at thS end of a cbn- 
gressibnal session with little attention given to possible impacts on 
the private pension jndustiy.:iPriyate pension 

miniBd in part by the structure of the social security system but mainly 
by a company's or Indjjst^'s business bu^^ cbmpetition for 

labo^and the organization of labor, by tax incentives established: i)y 
the :Ihtemai: Revenue Code, and by Federal pension regulations. 
Pension plans for public employees respond to aniUc^ous fwces i^ 
the:^blic sector^ plus the impbrtant factor of the political influence 
. of different public employee groups on legisj aturj&s. Indiyidual saving^^ 
and investment decisions, while m part influenced by social security, 

J'.'WeUara RPiorm Bjickaround Papers: Data on Garront Selected Programs," Cbngressidnal Rcflearch 
Service report Nc . 79-83 E^, Library of Congress, Mar. 23, 1979. 

.-to 
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the income tax, and efnpl<^ere'i pension ^blicie^^^^ 

in ignorance of benefits likely to be available upon retir<Bineht ana 

under conditions: of: extreme iimeOTtam J^^.^^^^^' 

red wage growth, time of retirement, longevity, health status, ami 

futiii^fa^my responsibilities. ' 

: Thus, eacn of the major actors— governmehts^:pension__m 

labor drgahizations, and individual workers— makes policy (Jecisions 

without adequate knowledge of likely future:^ directions J^^^^ 

parties may take and largeTy in ignorance of how the various cora- 

ponehts of retirement income , fit tbgetheri a^vitaLfac^^^^ 

mobile society where most workers will have held at lea§t three difler- 

ent jobs before they fetire and many will have held a government job 

as Jw^eU as one or more private jobs. _ _ : 

In considering, the^adjegua \ncome, a parti^^^^ concern 

rigilt now is how pension benefits are adjusted for iiiflati6h.:Benefits 
paid by^bei_al:seeurity, Federal employee systems, railroad retirement, 
and some State and^local pensiQn systems: are adjusted automatically 
each jreaj^for^nce increases. (Retired^ employees actually 

receive semiannual adjustments.) Some State and local syste^^ 
to end automatic adjustments as a cost-«aving measure ; mounting 
pressures in Congress rnay revise the retired Federal employee adjust- 
nient to an annual basis. _ - '. 1- _ _ . . ■ 

Few private pension plans mafte adjnstments^ied^^d^ , 
tibh, althbtigh many have increased benefit* somewhat on an ad hbc 
basis in recenji years. (Abbut two-thirds bf the plans iii the Bankeis 
Trust survey did so between 1969 and 1975.)* A key question with 
respect to private pensibn adjustmente^is Svh^^^^^ impact 
of mflation \nll be on the investment yields of pension funds.: ::: :_: 

The extent and nature bf inflatibn adjustments and whether general 
inflation adjustments are appropriate for the aged ^'iIl_:be::Crucial 
issues f or sbme^time-tb ebm fbr \ve are in an era \vhere_woricers and 
retirees may face high inflation rates for an indeSni:te:periold :withbut 
price cbntrbls.^uch a situation has not occurred since the boom of the 
192b's, before social security was enacted^ before ea^lyiretir^^^ 
common, and before most private pension plans were established, 
Thus, a significant impact on attitujles:^ bf euireht workers toward' 
retirement seems probable. The prospectl of high inflation rates can 
affect drastically decisions on: wbrk, for how long, whether 

to save, how much and in what forms. ... _ iz:- 

Inflation will alsb determine the generosity of the initial retirement 
benefits set by systems saddled with the tremendous CQsts:bf:main- 
taining the real ^alue^bf those benefits, and continued inflation will 
shift the relative importance of retirement income sburees* For 
example^: the average rtiamed man .retiring in 1968-76 received 56 
percent of his: retirement income in^sbcial security benefits.^ Assuming 
ail annual inflMioii rate of 5- percent after a normal life expectancy 
of 14 years, fife social security would rise tb 72 perce^^ bf his retire- 
rnent incbine if other pension benefits were not-adjusted. ^ _ .__ 

Thus, a continued expectatibh bf hijgh inflatibn rates would probably 
have the following effects: (1) it would increase spcial security's 

• "1975 study of Corporate Perttlon Planfl/' Bankers toMt C^,, ^^^^^^'^IS'^ loAi-^h ra^ui 
_j:_M^^ing_RetIrfiroeDt MiFIsaingslMm a Suryey o'New)^ EnUtled W^^^^^ Secu- 
rity research report No. 47. U.S. Department of Health. Education, and Welfare, Waslflngton. D.C.. No- 
Tconber 191^5. 
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importance hs a source of retirement -dncome; (2) it would- prompt 
^ some gpyernmeixts -to retreat from ge|ierbus ad j us tmeiit practices y 
(3) it would reduce the attractiveness of fixed annuity plans as a 
part of retirement planning; (4) it wdulci discourage traiJi forms 
of saving at fixe(f mterest rates; and (5) it would spur more people 
of retirement age to continue workiflg its a hedge against inflatidnary 
erosioii of living standards. The Realization of such expectations would 
substuntially lower real income for those- elderly peojJle who cannot 
continue working and who depend on fixed pensions ipr part^of their 
income. Clearly, adequate initial wage-replacement rates wtII. be a 
hblibw achievement for retirees pnor^enera- 
tions and experience greater price increases over their longer retire- 
ment penpite. _L i: iL l::, ::^ ' 

Two related issues are whether retirement benefits should be ad- 
justed to reflect real ecHbiibmic grow t working, 
and/or (2) after retirement. That is, should living standards for re- 
tirees be maintained rislative to their position iii tne income distribu- ' 
tion prior to retirement? Wage indexing, now a part bf social security, 
prbtects the value of wage credits over time for covered workers 
relative to average wages in the economy. However, ihbst public and 
priviite employee plans, with pension entitlements geared to pay just 
prior to retirement, do not consenj^ the value of wages credited Long 
before the retirement age and, therefore, offer no protection ^f relative 
w age valu e f b r »t hbse w b rkers who 1 e ay e an ^ em plby er wel 1 bef pre ret i rer 
mentnge. This is an important consideration m our society where job 
mobility is highly valued. L j z- _ i ^ _ :l ij^lihi :' _ ' 

With respect to adjusting benefits paid after retirement, simply 
ihd e xiiigi benefi ts for price inc reases (as under sbcia 1 secu ri ty ) resu 1 ts 
in an unintentiecl redistribution of real income to beneficiaries of 
ihd ex e(i systems (luring recessions, but such beneficiaries sink to 
lower relative living standards during periods of real growth. • 

Another indexing question is whetner a special price index relevant 
to expenditures of the aged shoi^d be used rather than the general 
Consumer Price Index. Some observers argue that the CPI under- 
states the impact of inflation on the elderly. On the bther hand, the 
CPI itself has been called into question for its treatment of housijig 
costs (it assumes everyone's hbusing cbsts reflect eurrHeht iM 
fates) and its failure to adjust to changes in the relative consumption 
of various goods and services bver time as relative prices change. 

4. ARE A SIGNIFICANT NUMBER OF RETIREES OVERPENSlONED? 

Overpensioning— that is, provision of re tirernehti income tb an indi- 
vidual in excess of any reasonable measAire of previous living standard 
or prior contributions to pension plans— occurs fbr three: reasra 

— The absence of universal coverage of either workers or wages by 

social security. : :ij _ , _ 

. — The failure of some private plans and most'public employee pjans 
to integrate their benefit prpyisiori^ 

structure to achieve reasonable wage-replacement rates in all 
casesi and : i _ iz ij I: " 
— The possibility of retirement and pension receipt?*at quite early 
ages under some j)laris, especially public ^impldyee plans, and 
most notably those for the military and police/fire persbrmel. 
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The a)^ence bf/a univeraal s3rstem' and the possibihty for sequpficing 
retirement from plans that pay benefits based on final ^earg* pay 
adjusted: for inflatioh permite some retirees to pyramid social si^untjr 
plus railitaiy, -public employee, and private pensions into handsome 
sums largely ftganced by the cbntributipns p pthere. For pxampl^ 
career mSitary peisonnel often retire with fuU pensions (indexed for 
infl&tibn) plus social securij^ coverage by age If _ and f til] have 2Q 
years or more in which to earn pensions under other public or private 
sys^ffis, A mUitaiy retiree cpuld^ 

inflation at age 45, woit 10 y^rs in a private ;job and retire from 
that job vHt^h^ a^ wortiii the civil service for 5 years 

and retire at age 60 with an inflation-proof pension jstarting at age 62, 
and begin receiving social security at ieige 62 as well. This 62-year-old^ 
would then have four monthly pension checks, three of them adjusted 
automatically for ioflatian) and could possibly haye an annual pension 
ihcorne j^eater than final Wages. * 
Since the social security system places a ceiling on wages covered in 
covered employment^ and since the benefit .schedule is weighted to 

_ favor low-wage workers^ enjployee pension plans are often designed to 
pro vide greater re tirement incpm e pro tec tipn at the upp^r end of: the 
wj^e scEd&» Such "integration" with social securiiiy, the nature of 
which is regidated fpr private plans receiving tax exemption on th^r 

■ eamiiES, determines the total ws^e replacement retirees will receive 
from^tneccmbina^^^ " 
securit^r wageihase ris^_(it hais risen from $6,60Q in i§fi7 to $16,500 
m 1977t to 122,900^ will rise tp $40^,2 1986) , a Jiensibn / 

plan's integratlcm method tnay need revision to avoid overpehsioning, 
but such revisions often fall behind the changes in social security. 

' The Bankers Trust 1975 survey found that 65_percent of orivate 
plans studied were integrated with social security.^ However, Federal 
employee retirement benefits are not coordinated with social security ; 
nor are the benefits paid by most State/local employee plans: It is in 
the public sector that failure to integrate benefits or to update an 
inte^ation scheme^ is most likely to produce combined retirement 
benefits in ejccess of preretirement disposable ihcbme. 

B. Are StJBGRdtJps op the Retired a^^^^^ Treated Unfairly 

^ :^REIiATIVE TO 0THERS? 

: C ritics of retirement systems and benefits for the aged ques tion 
the fairness with which particular subgroups of retired workers and 
the a^ed are treated. These complaints are not surprising given the 
diversity of ernployer-spohsored pension plans,^ their lack of cdprdi- 
nation with each other drwith the social security system, the lack of 
lihiversdl coverage by social security, and the many unresblyed issues 
within the social security system itself^The foll9wmg paragraphs dis- 
cuss these questions: pf fairness as ^the^^ relate:: to: the^ treatment^ of : 
Women relative to men, minorities relative to the general population, 
private-sector workei^re^^^^^ public ertiployees, and different age- 

cohorts of the retired/population: 



/- 



• 'nots^tudy of Corporate Pension Plans," Bankers Trust Co., New York, 1975. 
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i» IS SOCIAL securityJs family hbSnefit approach unfair to: second 

' ' EARNERS AND iHVORCED SPOUSES? ' 

The steady increase|in the number of workini; women and the rising 
divorce r^t^iare fa^toi^ exertiri;^ siitstantial pre^^^ in 
social security. The impacts of these trends have highlighted the 
egui ty pFoHems of al- social security system built to. siorye' a rribre 
traditional population of intact^ ohe-eamer families. Working women 
wha^ohtribute to th(i system often earn little more in social security 
benefits in their own pgHt than they would have received anyway as 
hbriwofking \\4ves. (who receive 50 percent of. the amount of-their 
husbands' ^etirementj benefits without any prior contributions). There 
have been two libertilizations of the original rule that denied spouse 
benefits to divorced /spbusefl^ but there will no doubt be cbhtihijed 
pressure for more generous treatment of former spouses. There is ajlso 
1 ikely to be incre asMd pressu re to pro y i<! _b enefi t e n title men ts f o r 
non working wives [independept of entitlements accrued by their 
working hush ahds . / Th e Jtms^f: i ss ue_ is the ex ten t - to wjii cH _soc i al 
security should prW^ide indiviSual entitlements based solely on past 
^orfc w it ho u t ^regard - to p as t Vo^^resen t f a rii i fy and d e^end e hey 
relationships. Hpwibver, that issue may be resolved, there remains a 
prbblein 01 coverage for divorced spouses with no retirement credits 
on their own accounts. , 

DO PRIVATE PI^SION POLICIES LIMIT COVlftlAGE AND BENEFITS FOR 
WORKING WOMEN? 

Currently, olrfer wbmeh receive little ihcbrhe from private pension 
plansw (Only 9 percent of white women ttge j65 or older and 2 percent 
bf aged jjlacfc women re ceiwd jiri °J?irt_ce jjen- 

sion plans gene^allyhave required many years of full-time work before 
y esiing i tha t before pehsioh income was giiarari teedj regard less o f 
future employinent status), most women have not qualified. Although 
the standards specified in the Ertiplbyee Retirement Income Security 
Act (ERISAI of 1974 should imj)rove the chances of all employees, 
including Women, to receive jpensidn benefits, women will remain at a 
disadvantage if: (1) Most pehsibn plans cbntinue lb require Ibhg-term 
job continuity to receive substantial benefits; and (2) i>ension coverage 
IS not brbadened in the ^emale-dbminated seotbrs bf the labor market . 
The current structtire And coverage of the private pension system 
reflects no t bnly its triaditibhal emphasis^ career emx)lpyees l>u t a Isb 
the greater relevance of pensions in the past to male-dorninated 
eHVi>loyee/ groups as a bargaihihg objecliAfe and as an achievable 

benefit; / : / ' 

Since wbmeh have longer lifespf^ris bh the average (18 years of life 
expectancy at age 65 compared to 14 years for men) , they will suffer 
greater /Idss in real income due to th^ lack of inflation indexing for 
[)rivate/pensions benefits. Given inflation at 5 percent yearly, a $1,000 
morithify pfension benefit at age 65 retirement would be worth only 
$416 i^ real dbllars at time bf death fbr the average wbmah whb expects 

Juii«jb^*NclIl imd Jnon VShskl, "SoiiniM otiiicoiho bflho EldoHy, WItH Siwcliil Roforouco to Wonusn ;" 
Urban FnaUtuto worklnJc paper (forthcoininK). 
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to livej)n thit^^tisiolLfe comparecJ to $505 for the average 

man who expects to* Uve l^^^^as.:. . ' x / z 

^ J)ifferenceA % long raised -another pension issnerr- 

wfaetfaer wopaetf glt^ld a'^ei^'yfeer benefits than men m defined 
l^efit plans^^b^^f^ gf^^at^^;^f^^1bt than men in defined 

contribution plins^xx^-W''^^ itverage _ life exMctancy. 

Women ar^ue that ^^^^ diit^fcictioft.^ljased on sex is unfair since 
cojmpatable diffef^]Sbial3;bisQd Ja(^rsisuclv.as race^ educatio^^^ 
ilicbme level, aiidrWtrital i'ta^s^ applied, even though these 

factors are also relped- to. life exp^tair§y^ Cojirts have niled against 
benefit differentiiS%^wfc qontribution^^^ are still being 

contested. ^ 'i.^^ ^ ' 

8. DO PENSION AN^^ELFA^ AND BENEFITS 

' ^^OB MINORITY QROUl? M^IMBERS? 

ProMeiSsiofj^in^^ ^® \^orse for the aged in 

minority groups than generally. Census data for 1977Liiidicated that 
S^percent of the black aged and 22 percent of the Hispanic aged had 
incomes below the poverty line, :bompared to 12 percent fo^ elderly 
whites^ Differences in pe|hsion coverage play a role in these income 
differences. / : _^ l ^ _ _ 

The private pension system covers less than half the workers em- 
ployed in private industiy and prby^^^ An 
even smalljir proportion of workers. Although many workers are riot., 
protected by private peiasionsj^Wacfc^^^^^ are especially ill-advan- , 
tinged. Among workers surveyed lyhile aged 58--63 in 1969, bnlv 20 
percent of black \vorker§Leomp^^ of white, had been 

covered by a private pension on their longest job. Of those covered 
workers who had_ retired complexly by 1974,^ when they had attained 
age 63-68, 52 percent of the black group and 77 percept of the: white 
group received private pension benefits/** The proportion of all black 
men age 65 or older receiving private pensions jh 197^ (1^^ 
was half the r(^cip^ient rate for all white aged men (26 percent)." 

Some of the racial diiTererieesiri:priVJ.te pension coverage and rem 
appear to result from substantial differences in Job cfiardc tens tics. 
;^ack workers were iriuch less likely \to have possessed job charac- 
teEStics in which therB is a high probalKility of nehsion coverage and^ 
cdrisferselyi were^more likely to have befen in joDs where private pen- 
sion are not: common. They were also less iikely_ to have the long 
feraUreiand recent "employment necessary\for the receipt of pension 
benefits: upon retirement." 1 A : _ _ _ ,i , , > 

. ^iber'^hza^oii of ^tfee^ participation and vesting requirements m pri-» ^ 
vate plans under ERISA may result in exjNarided coverage ana in 
•higher receipt rates for black workers with shorter tenure and more 
discontinuous work: higrories^ Gfea t-^^^e 
workers, however, will come only with their movement into jobs where 
private peiisiorisiare preva^^^ :,._ ___. 

Life expectaijey raises the opposite issue for blacfe as that discussea 
above for woliieh. No^retirement system poy^ differential benefits 

»• GayleB Thomiwon, "Black-White Diflerencea in Private Pensions: Findings from the RBtiren^ent 
Hiatary Study," SodaTsecurity^dlUittri, vol. 42, No. 2, FeBruary 107^, 
»J June_0'NelJland Jean Vanskl. op. clt. 
u Qayle B. Thompsuh, bp. dt. r 

' .■ as 
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based oh life expectancy by race. Since life expectancy for nonwhite 
males is only 64 years at birth and 72 years for iidnwhite females, cbm- 
Pfl^^l to Sg years at birth for white males and 77 years for white 
femalfis, the existence of benefit differentials would increase perfsibii 
benefits for blacks relative to ^w^ Their absence means that, for 
workers Vith a given job history, blacks are subsidizing the pension 
system for whites. ^ z j i r:^ l :;: : j ^ 

In the welfare system, State supplementation of 5SI jproduces a 
^AS^iificant y ariatibn ih_ available_ benefits, with tKezlowest payment 
levels occurring in the States wit^^he highest concentrations of non- 
wh i t fecip ients . For ex amp) e , li wiwh i tes M^o un tr for? 5^ pereen t of 
aged SSI recipients nationwide^ but ifa the jurisdictions with no suppler 
mentation of the Federal benefit, thej black prbpbrtibii bf the caseload 
ranges up to 58 percent in Mississippi and 75 percent in the pistrict of 
Columbia, V 

4. ARE RETIREMENT BENEFITS FOB PUBLIC SECTOR EMPLOYEES MbRE 
GENEROUS THAN FOR THEIR PRIVATE SECTOR COUNTERPARTS? 

Pujblic employee pension plans tend to be more generous than pri- 
vate plans in sieveral respects: 

— Work force coverage is more complete. 

— Early and disability retirement prbvisibns are more liberal. 

— Wage-replacement rates are generally higher; and 

— Cost--of-.riving adjustments occur aUtbmatically fbr Federal re- 
tirees, and State/local retirees are more likely to have some degree 
of automatic inflation protection than are private pension 

^beneficiarias. _ : 1 : \ 

if' public employee plans are more gfsnerous, such generosity may 
r^fl^t yie willjngjies^ costs to be borne by 

later generations of taxpayers and to use early retirement options to 
^^^J^P ^rage age (i b wii in the relatively s table State^local i^work 

force. While a completely accurate comparison of public and private 
pensions does not exist> it is> claimed by j>rivate pehsibh analysts that 
liberal pension features in government plahs force private employers to 
offer costly liberalizations of their plans to remain competitive for 
labor. : J : l _ ' • : 

A realistic private-public comparison is not easy to delineate. First, _ 
the f ang:e of .emplbyees in terms of skill and wa^e levels is^ narrower jn 
the public sector, with the private sector including pe^^le iit both 
extremes of the skill ami w^age (iistr^ public em- 

ployees contribute to their i)ension plans ln(i most private employees 
ilo not, so overall cbmpensatibn must bb considered. Thinly sbiiie 
jmblic employees' do not have social security coverage, so their pen- 
sions are not supplementaiy to social siecurity as private jpensibiisafe. 
Fourthj Sorrie private employers also off^r profit sharing and other 
forms of retirement savings which the pubjic sector does not offer. 

of coui^, the ^en^rbs^ pensions within the public sector 
varies a great deal depending on the level pf government, the em- 
plpy®® P^t^gbry^ the s^^^^ gbverhrheiit, its tax base, and the . 

degree pf employee unionization. 



liArtiiur U Kahn and Richard A. B?JK "DJ^stribution of Boneripiafle»un<iof the B&l ProRram, by*Rttce, 
June 1075." Sodal Security Administration, Research Btatlatlcs Ncle ^o.^, Dec. 15, 1076. 
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6. ARE RETIREES TREAT ED DIFFERENTLY BY AGE OR COHORT? 

Retirement pdlicies and pension rules often treat LS^ivi duals 
differently by age or by cohort; Examples include: T^he mandatory 
retirement age limit (now 70, raised from gS) ; the so^^ 
retiree^iit test (benefit reductions for postretirement earnings are less 
after age feS than bcjfbrei and dp not appl^ 

tiopal provisions and old law/new law tenotomies that ejcist in many 
pension plans because of the difficulty of um »^pplying changes 

m laws or rules to all participants; Thus, pension amounts and the 
amounts of fiiiaficial gain from work vary by age and create income 
disparities among subgroups of the aged populatiqp, 

Transitipns in- retirement systems create differential effects among 
younger age groups as well. The most important example of thjs e^ 
has to do \vith4he <;oste and benefits of social seciirity to workers at 
different ages. Wbrkere already retired or heat retirement 
reap much more in benefits relative to the taxes they paid into the 
gvstem 83 cbmpaxed with wbrkeira now-in their twenties and thirties. 
This effect results not only from assumptions about iuture benefits 
but also frbm the faMiffiat Jocial isecunt^ is not a fuhded system. 
Since it depends on current taxes, today's taxpayers, who must support 
a maturj system pro^ding incom^^ a^ipR popyl^tion,^ i^iore 

tkan did their parents, a difference that is not expected to be cbrh- 
pensated for greater retireinent benefits when the ypunger workers 
retire. i^^ i 

The lafck of ftfll inflation protection outsMe the social security and 
Federal' employee systems creates a particular i)urdeh-f or t^gse who 
live for quite long periods in retirement: It was shown earinP in this 
section that a fixed $1,000 pension held: fbr 18 :years £the ay^^^ 
length of retirement for a woman who-retires at^age 65) would decline 
to $416 in real dollars with annual iiiflati<m If she lived 

for 8 more years to the age of 91, or if she had retired at age 55 and 
lived the eTO§ctfed 26 years, the: f 1J500 pensio^^^ $281 
at time of oeathL Thus^ for those whose retirement income is largely 
uniprotected: agM^ b. yery o^j3^ o,ge '\^^ 

produce financial hardship Sifiless substaintial fcsets br ihtrafamily 
transfers are av&ilable to such individuals. 



II, FINANCIAL ISSUES ^ - 

C. Are Retirement Systems aijd: Pension Plans Adequatelt 

Funded? . 

Fu ture cost incr«ases^TO\vah^ S^om pressu res for m ore ade g u ate an d 
fairer benefits, uiSess offset by cost savings, will add to funding prbb- 
l^fQs thatjire already apj>are^ The inadequate pen- 
sion systems, often disguised ifi prior years by rapid increases in con- 
tributing employ^ and continued economic gro\\^h, has now been 
exposed for all levels of government, for private pensioji fundsjL and 
for social security as well. A recent example was provided by iJie 
Uiuted Mine Workers pension fund, whicn^had tbj cu^^^ 
paymentsduring the 1977-78 coal miners' strike until the strike etided 
and contributibns tb the fiind resumed^ A sM<ly_^^^ ?®^_6fit 
Guaranty Corporation found i;hat 46 private multiemployer plans ^ere 
iii -.danger of collapse \vithih 5 years, and aiidthei* 200 are financially 
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troubled.** It is feared that the cost of meeting ERISA's rules may 
precipitate pl^in terminatio^^^^ PBGC prd'Hi^ iiicagable of 

meeting the liabilities that would result. State, and local taxp^er 
T;esistEnce hi^ prompted numerous efforts to curtail the cost of puolic 
emj>lc^ee plans security tax increase^ and 

benefit^eductions in 1977 that will greatly reduce, but'not eliminate, a 
PJ^oiected trust fund^ deficit but_ t^epayer grumbling has already 
sparked a search for financing alternatives. • ' 

The priniaiy funding issnes in tt three sectors of the pension system 
are: (1) How to assure the financial integrity of socira security; (2) 
^'hether or hot pub^^ t|e fully fundedi the 

degree to y^hich priva£e Dians will be ttble to meet the functing stand- 
ards: te quired under ERISA; arid (4) the financial viability of the 
PBGC. ^ ^ ^ 

___ ________ 

1. WHAT MEASURES ARE NEEDED TO ASSURE THE FINANCIAL INTEGRITY^ 

OF SOCIAL SECtfRlTY? 

_ The subs^ paj^pll taxes enacted in 1977^ together 

with the^yecoimling" of the benefit formula^ from automatic indexing 
other behe^ ehangeSi te^e]y that had been 

projected for the sociat^^ecurity trust funds. The 1979 trui^tees' 
r®por t f or the cash beriefi t jprpgrams ind ica^d -a remaining long-run 
deficit of 1.2 percent of payroll using the intermediate, assumptions 
for econdmic^ and deinpgra^^^ XUnder tte extreme cc^^ 

projected, the lojig-range balance eould vary from a surplus of 0.89 
percent of payroll, to a deficit of 4.69 percent,) 

To increase payroll taxes by enough to eliminate the projected* 
deficit under the intermediate assumptidns d^vduld amount to a 0,98 
percentage point increase oyer and above the taxes already legislated 
^or a 4.48 percentage point increase under the pessimistic assumjp- 
tibnsj. However^ legislation to curb program costs could meet 

ttll or part of- the-defi.cit as well; Savings such as^ -those proposed by 
President Carter in to a reduction 

of the deficit, for exaniple. And considenatibn of the long-term financing 
needed by social security allcnv^br tM t)^iii?pdb^us im^ 
relatively small changes in real economic growth, iertility, mortality, 
or ne t i tomigra tidii hay e bri prbje c te d re venues and bene fits^ 

Less orthodox approaches to elimination -of the deficit that have 
been^iscussed recently include-: 

— Ehactmehi of a new tax, such as a value-added tax, dedicated 

to social security, ; : 

^~G^F6ater use of general revenues to pay for benefits within the 

current system. . 
— Cbnversion of the financing of sbihe portion of social security 
(e*g., medicare or disability benefits) from payroll taxes to general 
revenuesj; and ' _ j :::: :lz:zi_z: l i 

— A restructuring of the ei^tire bepefit system, with general revenues 
providing "a base of old-age incbrae thrbugh per capita br heed- 
r(^lated payments, while payroll taxes pay for a strictly earnings- 
related retirement benefit. 
(These financing alternatives are discussfed further in sections D 
andK.) , . • 



J* "Muitiempioyor Study Required by i*.L, 'jS-214," Tension Doneflt (luaTanty Coriwratlon, July 1, 1078, 



2. HOW APPROPRIATE IS PtTLlTl'tJNDiNG FOR PUBLIC EMPLOYEE PENSION 

H i>LAN8? . • * 

Pay-as-ybii-go funding for socM security has been widely accepted' 
as a prucfent approach, given the Federal Gj^^ 
modify the economy through fiscal and monetary policy and given 
the breadth of ihe tax base that s.upp0ris:^cial sec 
and local governments, these conditions are not present, or are pres- 
ent in lesser degree; yet manyibf: i-heir pen^oii sys Jiot 
advance funded and operate on a current financing basis much like 
social security. : , . . 

In recent years, warnings vof impending financiSr problems in 
public pension systems^ have been commop. Some exp^^ 
Dublic pension plans may not be able to meet future bblig^ations, 
l^e^ argue:^hat exist financing cannot sustain increased 

benefit payments. Gompouhding the increased benefit costs is_ the 
pay-as-^bu-gb JJhancmg system adop^ted by a large number of 
governments. Reflecting citizen oppositibh to increased ifexes^ th^^^^ 
Funding cbiicept results in the collection of funds adjegu ate only to 
pay current beneficiaries. Cbhsequehtly^ much of^ fensibh. 
ebstr has been deferred to future generations of taxpayers. As a result 
of increased pensiot^ benefits and p^a^-as-ybu-go financing, the anibunt 
bf unfunded liabilities in public pension plans continues to mount. 

L A number of f ac tors have cbmbiheci to c ause the re tircmeh t costs 
bf State arid local governments _ to escalate rapidly. These factors 
includj^* (1) Literal use bf disabilityiretiremen^tsj (2) i^ ex- 
pensive benefit .provisions, particularly early retirement and cost-of- 
living adjustments j (3) 'the cp^bihed effects 

wage and cost-of-living increases and low rates of real return bh - 
pension fund investments; [4;^ autbmatic increases in the social secu-^r 
rity tax rate and wage base; and (5) increasijig numbers of retired 
persohs,^ resulting in growing unfunded costs for those systenis|that 
are not fully funded, in addition^ a fciimber of State and local goyem- 
rnents hav^ moved; taainbrtize tHeu' past service liabilities.- As a result 
of these factors, many State ancrlocal gbvemments faccj retirement 
costs that are escalating more rapidly than other budget items an,d 
much more rapidly than revenues' from the existing tax structure. ' 

Retirement cbsts can be especially troublesome for older central 
cities, which frequently must finance i^these^ cost^^ If 
bases. The fixed nature pf pension costs in underfunded systems means 
that pension expenses can cbhtinue to clirnb long current em- 
ployment is cut l)ack and that, in the short-run, there is little budget 
flexibility rega^din|^ ]>(;hsibn cbsts. Hbwever, the steps required by 
full fimding (e:g:, higher current contributions from local -tax revenues) 
are the veo" steps that can accelerate deterioratian, x>f the iocai 
tax base, thus compounding the fundamental (lifficulties bf such 
jurisdictions. ^ _. , 

Understanding of the magnitude of the finahciiil prohlemAas^^ 
with State and Ibcal pension systems has^ been limitecl because of the 
absence of generally agreed procedures for determmi^^^ costs 
and ascertaining the extent to which such costs should be funded in 
any given year. Assessment bf the Habilities bf iridic 
iiiade by system actuaries are extremely difficult to relate to one 
another or to summarize into any generalizations about i)ension 
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funding status^ Thus, there is little reliable information on fiotv pen- 
sion funding problBms relate to thi fiscal problems of individual iuris^ 
dictioiis or to the future fiscal outlook for the State afid local sector 
as a whole. ' - - \j - 

. T^on the ERIS was lengfBj^ discus- 

sion of the advisability of including State and local pension systems 
mthin its scope _ The final jresoluti(mpf th^ exclude public 

systems, but to have a report on the subject that would provide the 
basis for Jater cdiigfessionfiJ consideration^ Tbat repi)rt.Jias since been 
. p^ublished and a high level o^ interest in an exbanded ERISA con- 
tinues While the impact 6( sudi legislation would ext^hd^^beybnd (nil 
funding: i[e.^., to: vesting and investment policy), the -primary impact 
on the State and local sector ^could be on the funding of systems agd^ 
ihe^mpaet <)fi funding on the financial posture and 

service levels of State_arai locd governqi of what is 

done at the E^e^ levels funding issues are important to local de- 
cisionmakers and to States, which have the poWer ^td regulate the 
' P^^ion fund ac^^^ governments as well as to ex- 

ercise direct control over State funds. 

3. CAN PRIVATE PENSION PLANS MEET TH?: NEW FUNDING STANDkRDS? 

- Enactment of ERISA has had three different effects 'on the. funding 
of private j>ensions. First, to the concerns over funding Adequacy, 
the act requires that defined- benefit plans must be systeinaticdly 
y^unded on a soun^ Second, to meet other concerns 
(e.g., over vesting ruiesj, the act applies stsndarck thistt increase^ plan 
^osts and, therefore^ tlieireqxiired fund^ effect of ERISA 
on funding is that it eliminates much of the flexibility that plans could 
- exercise in the past to meet funding shortfalls through burbs . oh 
benefits. , ^ _ ■_ 

Considerable concern has been expressed since the pa^^e of ERISA 
oyer the large nilmber of pension plan terminations and ffie decfine in 
new plan formations. Critics charge that ERISA is the chief reason for 
|bfr uj>surge in p]an terminations, whereas othera believe that business 
and economic* conditions are the primfitry reason. Cdn|ress is partic- 
yla^lj^ concemed^^^ since it passed ERISA lor the 

purt>ose of protecting the interests of participants in/private pension 
plaM and tnri^^ l lj^ : :: _ : • / 

Since enactment, there has been a decrefc^e in tn^ annual ratio of 
new plaais to teiminated plans. During Jhe 10 J^earap 
the average ratio of new plans to terminated plans was-about 14.4 to 1. 
In 1975 — the first year after passage — the ratio was 3.7 to 1. During 
1976t the ratio had dropped to L6 to 1.^* ^ 

WhUe ERISA •may have caused a number of plans to terminate^ it is 
important to look beyond the termiiiation statistics. Some employers 
tenmnating their plans, for instance, are reportedly converting to other 
types of employee bra Furthermore, it could be hypothesized 

that the worst is over. ERISA may: have j^aused a number of |Jdbrerr 
mai^inal plaiLs tb^ t of plan wtich led • 

to the enactment of minimum Federal standards. Of equal pdncern,i 
however, is the drop iii the number of hew plan fbrihations. 

'Tension Task Force Repq|t on Public Employee Itetlroment'Syitenxs," Houm CommltlM^ on Edu- 
caOaijjiridXaboK lI,fl:^Cbngrc3a>awh^Con^eM ^ _ __ y] 

, ^ RAy_BchniUt^_"M%ior Issues FUdng the Private Pension Sfratem," Congressional ResearWi Service, 
UBrary of Congress. Jan. 2T, i»78. ^ ^ 
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ERISA ^tablished ja beinsion plan tenriinatian 
■under tBe li^^nsion Benent Gujo-ajity CJonsoration {PBGC) to protect^ 
wortera fuid .retirees e^ainst .the 'loss of Vest«d^ ]pnsion 
c^sa wh^rea defined benefit p^ension jlan is termmateq witfr^ 
ci_ent a^ets: to pay benefits due^The^^ ^ JMi?^ly*self-finahcm 
and terminatipn insurance accounts are kept separatehr for single and 
multiemployer pl ans. Its (revenue sdUrc^yare jiremiums wnicfe v^jt 
coHects f or msurancg, recoveri^ of employers' liabilities, and eamin^ 

: ^iM_6^-^ISAddit^, tbe PBQC is authoiized to Nbbrtow tip to $100 
mHlion from the UiS. Treasure, _ 
^Oh September 29, 1977^ PfiQC issued a report, "Potentiied Multi- ■ 
employer Plan liabdities Under Title IV of EKISA," which refl(ect«d 

* cbitSidiBrable cdnceiti over the magnitude of unfuiided vested liabilities 
ill multiemployer pension plans and the consequent pbtehtied-iitfipaCt 
of the termination insurance program. This concern WEte oue largely 
to extreme uncertainty ^ to th£ pptential cost: of the: tennination 
insurance program, , and the impact that this program could have on 
the ihcid&ce of :fernuiialions, pl*^ 

i cover^e and benefits. The PBGC reported that^ of the 2,000 multi- 
ernpk^er plaxM cOTeredj abo ut 2 j)en5ent^ of such pi ahs _co veiiii^ abb u t 
5 percent' of multiemployer plan participants wei]p experiencing ex- 
tjroma finahci^ hardsh ij) ^ indicating a hi^h pb ten t i al for terminat io n 
within the next 5i years: 'The Aggregate unfunded vested liabilities 
of tb^Jzplans 1977 exceed^id $3^^^ idl 
mid tiemployer plans, with 15 percent of all participants in such plans, 
were experiencing exti^me nnaacial haroships, indic^tting a hig^ 
potential for plan termination, almough hot necessanly^ih : the near 
future. These plans currently have aggregate unfunded vested liabili- 
ties of about $3.5 billibh. , 

4. 18 THE PENSION BENEFIT GUARANTt CORPORATlbN FINANCIALLY 

VIABLE? 

• Aiiimpprtant refom b^ ERISA was the 

to provide at least partial protection against pension benefits lost $ue 
to Mled pensib^^^ Is an "bff-Dudget'' Feder^^^^ 

'and ita operations are intended to be self -fihahcihg. As. of September 
30, 1978j ite trust fund assets tbtiied $l38 million, with annual ex- 
penses exceeding income by $35 ihiHibn for fisi?al^earii9:78.^i2 : i__ 
The threat oriarge^ multiemployer plans failing as discussed above 
would present the JrBGK^ with ajfei it :<Jpmbt meet as 

now cmstituted, thereby undoine^ the pension ^-bene^t protection 
Cohgrffe sou^t to create under EKISA. Conseijuently, Congress has 
delved until July 1, 1979 the requirement that PBGC begin coveiing 
Habuities uncfe plans. If tHat date remains in effect, it is 

anticipated: that PBGC will hot be able to meet the costs inVolyed 
vn thou t raising the inultie^iplbyer prans' Insuratice premium,^ which 
could stimulate further plan terminations due to the higher costs iin- 
pbsed on thein. ^ 
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P, How Sadutt) THE Cost OF PRQViDiNG FOR REtmEMENT INCOME 

. . , ■ Be-Shabed? ,• • ' • ■» 'V / 

^ Except for benefits earned^ under annuity contracts purchssed by 
employees £ind/or employersr retirement benefits arci^ in: large part, 
Jntergenerational transfers from current workei^ ta current retirees, 
institution alizijig transfers thtt once took pi ape mainly :>yit^hi_n-f^ 
'The extent of these transfers is inversely related to the extent a pension 
pi an is J f tuid^d' e the ^ex t ent that a res er ve fund ^an ^ c6 ver al 1 
seemed piensibG benefit liabilities): The sourCQ of the fjinds and the. 
E^ture of dbh^J benefit entitlement rules aJsb-;d^ rclMiy® 
significance of transfer payments within a pension plan. A' defined 
c^nt^iilbutipn iplaA funded -s^lfely by p^trticipaiits' cotitiibutibns mig^^ 
involve no transfer aspects; A defined benefit plan funded sol^ by 
participants jnight involve substai^ial transfers if the Ijenefit formula 
heavily favoredlong-term employees, for example. 

*Sbcial security ben (sfits are almost entirely tran^sfer payments; \vith 
current reserves adequate to''\pay only 4}^ mbntHs' benefits. The 
Federal civil service retirenieiit fund can cover years of- benefits,^ 
butTrSw 16 percent of ahniiarTuhd receipts is contritutedi H^r^tlyAby 
coverecf worKers, A matching contribution is received by employing 
agencies, but 45: percent of ajnnuai receipts is transf eired rrom genew 
revenues to. make* up for underfunding: i^st State and looal pitas are 
aJsp und erfund^ ^ri vjite pensi on plaijs ^yiary in .the exteri t of 
fund accumulation to pay future iiabiriti^> ajthojign all are required 
by ERISA to amortize urifuhded l_iabUitii?s 3Q to 40 years. 

There are four basic ways in whicfi retirem^f costs are borne: ^) 
By the pehsibri plan participant fbr.his br her b\\ii future pensibn en- 
titlement; (2) by plau participants in support of current retirees; (3) 
by;cbnsumers whb pay higher prices as sbme portion of payroll taxes ^ 
and employer pension contributibns are passed bh; and t4) by the 
general taxpayers for costs su^orted 'by society as & whole through 
ihcoriie taxes. How the fihahcial burden of these sayings^ an^^ 
-psyments are allocated among employees; employers, consumers, and 
t axp ay ers, how r egressi i^e or ^ progrcssi v e the i cos ts am: rel a-J^ve to 
sbifity to pay,' ana the likelihopd^that payers \viU eventually reap 
e^espondin^ b ei^^^ h^Y e m uc h to da pbli t i cally wi th the ajggregate 
costs society is willirig to bear. The choices made will be reflected not 
fely in aggregate financial data but iii the individual hbUsehbld's con- 
sumption, investment, and work; l^havior as well. 

Tne chbices naade bii sharing pensibn costs have many ramifications^ 
For instance, the less the degree of prior; funding, .the neater the 
danger that futMre retirement income may be jeopardized by faulty^ 
rnanagerheht planning or unforeseen events _(e,g,> a declin^ 
dustry's work force,: or a prolonged period bf ^slow economic jfjrpwth). 
On the other haft(l> large fund ac^ 

tions for consumption versus in vestment-activ^rty and for the control of 
capital markets, the fluidity of capital, arid the availability bf venture 
cajjital. " ' 
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Furthen|iorej11iffBreht sources of funds for income transfers i^cjr have 



• different' ecbnom^ iinpacjbs as weU\ A baj^rbll iox or aji ^mplbyfer _ 
* IsioiL cbntributidn is a airept Cost df^prdauciM:'a.gpod oti^ervice and wul 
' add tb:tBe cc«t, and therefpre the' price, of that product ahd.Tetard 

a^^i^te demand. Transfers funded th^oush iiiconie tjtxes have no^c 
feuch direct liiUc ix> pric^ or emplpymentiTjut^help^ hbv" 
•gbwrnmentalfisiesl policy affects the economy a^fc whole. ^ . • ^ 

: iTir^ specific issues of c]arrentiy;ii«rest_ b^^ hpw social security 

: jCQ^ts.sre shaj-ed: Thes^- i^ueaha-ve^ tQ do^^^ the use of general reye- 
nu^in spciy. s^ ■ v 

the program, and the.question of tvhether social security benefits should ; 

. l§ |a:^d^^Relat«il tgatt^ra ar J with re- ; 

•spect' to. priva^t^ fliid pubHc employee pens^^ ^ • v^^ 

I. - ; - - .-- •- • ' 

1. iSiotJtD MORE GENERAL REVENUES BE UgED TO SUPPLEMENT SOCIAL . 
" ; ' — SECURITY PA YRbLL TAXi:^^ > ' 

Sev|Bral ai^uffl^ni^ 
» reveuuiS sli^rmg in'sociaUkeciirity^ . * . - j^ - - . ; ^ , 

~T^e pfo^a^i ^fi soCii^l^'hot^ insurance- fi^nO^ s^^ > • - 

- V supported % *all^^*^^^ well jss covere^ ci|iaplgpes ajid . 

erhployersTp-such^ a tripaHite sharing is comnjoriL m /European ' * ■ 

V — tfefl bf^ge^ a p^bgf ^ssive - f or a^- y" 

:f^gte^iy&. tax; snd// .) ' /■ o-' 

> i-^^ufetitutipn^pf general rfye^nuei'^TO insult lower djrect^ 
. costs of aAd jof pFoducing ^pbds and_ services compared . 

' " with th^ J.lierna^^ - : . 

v(3iven the need foi^ greater social securitj^ fuh<^ing (see section 0)^ 
. aiidther* aj^ is that it Js 'easier poll tically tG alloqat& general • 
reyeiiuea to pay; for part of social security than it is t6;Anctfea^e the . 
''"•••paytpll-tax; • ^ - J - ' - ' ' -. - I/^ 

• Opponents of general revenues argUe thM: tlie^^^^ 
socJarsecurity would be rdamaged if the link between taxes paid and 
benefite received is' >;^ea6ehed, The^ iUl^o^nt the importi^ 
regregsivitv because the resultant beriefits ai-c }>rogressive arid befcause; 
the earned incpmj ti^^^ cmlit mi^tigatbs the^^ r^^ 

are eligible for credits. 6pponents also argue tha-t the limitation of ' 
the J)ayrpl} ta^^^ i^^^ . * 

costs; use of general revenues would not be self-limiting. - ' 

■ . 

-2. SHOULD A NEW REVENUE SOURCE (aUCIf Ai/A VA 

BE TAPPED FOR SOCIAL SECURITY? „ . * ' 

The ^ejajch for a new reveni^e soutc a search ' 

fo^a way^s^to raise i^dditional* revenues that may meet with less re- 
sistance the-il will j)a5^Qll tax hike^ or a diversion of income tax fund^^ 
The value-added tax (VjET> niay have been suggested in part "because 
of its low visibility to the cptisumer who ultimately ^ays it and because 
of its proven success in numerous countries. There is^^iil^p jan ^onbmic 
reasbh^^dme: experts feel \-hat cdnsumptipn shbtild tm^^ taxed 
more and investment less to dampeh inflation and stimulaii^'vHa^qn^^^ 
Of course, VAT wduld incre4se the prices df taxed good^ and services. 

• in the sHort run. i ' ' I, : ' 
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: A^^^^^*K general rev^auesi d' tax »ueh as VATi^ would not bo linked 
dir^atly to . social sectftity benefits in the. minds of the eventual 
beneficiapes, Fiirtherm^^ incjdence VAT Gcmpared:^ tp: the 

payroll tax could be even more regressive, depending on which goods 
and services were taxecl and whether there were differences i>mbng 
products in the degrep to which final consumera bore the cost of VAT! 

8. SHqtjLi) TAX EQUITV BB^ IM^PRC^ THROUGH TAXATION OP SOCIAL 
SECURITY BENEFITS AS INCOME? 

\ . . ...... . 1 _ 

Income tax pbl j cy applies to social: securi ty in ah opposite m anner 
than to private pensions. Employees pay tax on the incoilie 'con- 
tributed to social secU but subsequen^ 

not taxed (ernblovera may their share of contributions from 
taxable income;. On the other hand, cdntributibns ^ j)nvat§ 
plahsi by both em and employers and current eammjra of 

pension funds may be nontaxable, but pension benefits are cbnsiaefed 
taxable incom§. " ^ 

It is argued by some that socijil security benefits should be subject to 
the income tax to permit a lcwer n^et cost tp^bvei^^ for the social 
security j^yTstem without curbing the benefits of those who need the 
^ii^t^ iTlii^^*Sy*?^6nt is pa^^ releyaht in the context^ 

of proposed support for the program from saxirc^ other than the payr. 
roll tax, since ]^^^ there will be gretri^r pressure tb 

make social security benefits more "efficient" (Le., targeted more on 
th<>se fflost in need) if benefits are being funded frbm general revenues 
or a new tax. 

E. Db PENsibN Plans Discouraoe Saving and Investment? 

iEfforts to restore the financial integrity of pension s^^tns byiuild- 
ing up rM^ry? lynjis itb i^ Rabilities will increase the flow of 

tax dollars, corporate earnings, and private contributions^ into jpublic 
^r"^st funds iiiia^ I^^^ of 
funding available for private investments and possibly reducing per- 
sonal saving. 

lit has been projected that pension fiinds will own a majority of 
American corporate stock by 1985." Unions and gbvermijents are in- 
creosiiigly iaterested in placing restrictions oh the flow of capital they 
control _to capture investment funds for .socially desirable projects. 
Anfi the increasing^ j;bst of peD^ipns r5duc€« the disposable income 
available from which an individual can ^tccumulate private savings. 
Thus , three b asi c issues are raised : (A^ iTHe ble dispiacejneiitj bf 
individual savings; (2) the role of pension funding in determining the 
?^??r6^f^t® saving rate; arid (3) the^p^^^ iricreasirig dbmiriahce 

of mstitutional mvestors in the capital markets. 
/ ___ __ _< ■ _ 

i. WILL RISING PAYROLL TAXES AND PENSION CONTRIBUTIONS DISPLACE 

INDIVIDUAL SAVING? 

: 1 Til© effect bf^ensicm^p^ the^'xSBt 
to which the plans do more thanurepl ace iptrafamily transfers, wie 
extent tb'whicn oflFsettirig early retirerrieijt e^cts are induced, and the 

»y Peter F. Drtxcker, "Pension Fund 'Sddaliam'," The PaMc Interest, No. 42, trtnter Ifl78, pp. 3-46. 



extent Uy which dissaving in anticipstion of retirement is cdmpen- 
si^tecl for by the plan's accumulation of reser^€ funds. ThMASiP^^ 
ms^ not fi^d to amoun^ individujds would have saved anyway, since 
the feowledge of : Miosion- i^^^ 

reduce savme' in other forms by both the individual expecting the 
pension ii^dj me f^^ members that "might otherwise have to support 
nim/her i& old^e. 

z : yntil refcegtiyi^ m economists felt th^^ 

plans encourage saving, but the latest studies have contradicted that 
ogiaion," It how appears that individiials reduce saving in other 
forms to compensate lor promised pension \enefite, although such_a 
substitution effect haa not been estimated wth any precision, nor is 
there any reliable study of how this effect may vaiy with a worker's 
ag©_ 1 

While hot validated empiricaUyy it may be hypo that the 

substitution of accrued pension entitlements for other forms of saving 
varies iUrectlyiW^ -__ h^jl^^z : izi i :: : l : _ 

— ^The rate of taxation or coatributions supporting a pension plan. 

—The extent^ which a 

-'—The generosity of early re 
, ^-^fThe genef dsit^ wth wnich pdstrretirement work is treated by the 
plan; and 

— The^egree of fs-otection against inflation: - 

Thus, the greater the feeling of financial sMuiity a jpto 

in a participant, either through the plan's promised protection or the 

leeway ^it giv^ the participant to cpnt^^ 

the required funding reduces a participant's current earnings, the 
less that participant is likely to save in other forms. 

2. WILL OREATER PEtiSION FUNDING INCREASE AOOREQATE RATE 

OF SAVING? 

TJie Nation as a whble^varies^ its saving and consumption rates from 
year to year lust as individiials do, and itiis temptmg tg s^ 

. that increiasea pension funding jfill result in a higher aggregate rate 
of saving. However, busine^es lahd jjovemments 
pei^ion funding JFor other forms of savmg and investment, also as 
mdividuais do^j Based on p^^^ the best eyide^ 

though far from conclusive, suggests. that neither sociaj security hot 
emplo^r pension plans have hM^a signifiGant net effect on the rate of 
aggreg:ate saving:" Whether this conclusion will change with changes 
in TOtimiient blnavior, inflatidnary expectations, or increased under^ 
standing of pension entitlemeiite by o-h older and better educated 

♦ population remains to be "seen. ^ , ' 



DOES THE QROWiTH OF PENSION FUND ASSETS ENDANGER CAPITAL 
MARKET OPERATIONS? 



jissets manned by pension plans have grown rapidly in the past and 
will continue to mushroom as funds are accumulated fSr the future 



- >• Tlie^Mearc&mi poi^oniafid sasini la aummsrUed In AUda.H. Munnellj, "Research on Nfacro Kflects 
of Retlranent Inoome i^ograms/' paper presented to HEW workshop on wort» income and retirement or 
t&e elderly^JIarl a^fl, 1979. 
1* AUda M. MonneD, op. dt. 



28 



■ • * 

r^:. .* 

ratirement of on moreaeingl^^ population; It has bein estimated ' 
tbatr the assets jrfjjnvate. Sta and local plans^ which totaled $88 
bS%n in 1961 and $238 biliion in 1971, will reach.$486 Million irt 1981.'^ 
C^tiniied rapid growth should be expected until early in the*^lst 
century. * * 

- Pension pl^ a^usets have been concentrated \n_ c^^^qrate 8§cun^ 
In 1973, 79 Mrcent of these funds were invested m corporate stocks 
and bonds. WitMn the corporate sector, investment nave ^e^ 
traiSd oh the offerings of major cbrpprations (over 90 percent of 
stocks held jsre listed on the New York Stock Exchange), Portfolio 
turnover has: been at _a fairly slow rate. Thus, it is fearea that pension 
funds have underutilized opportunities for long-range investments in 
sgiiJler cqmpwEues o^^ new enterorises and have helped create a 
Mortage of rid: capital. Continuecf growth in pension fund assets; 
coupled with a^^j^ portfolios, suggest 

this pattern, of inJSuence on the capital markets may "become more 
pronounced^ jj^ j nzi : : : 

Another issue of portfolio management that has emei^d recently 
js iiicreM^ "socicyUy^iiseful^ That isj the 

investment criteria used by fund managers should take into account 
the sociid and political desirability of certain investinents. liysj)r 
sure has been seen with respect to State/local pension^unds (to invest 
in their own goveniments^ public works or in local iiidiistnes^ arid 
union funds: (to avoid investment in nonunion businesses). Oi^anized 
campaigns to dejiy American investment capital td^ch countries 
asnSbutn Afri^^ pension managers os well. These emeiging 

pressures j'aisa two issues: (1) The question of the integrity of tuna 
management irom^ the^l^ewpm of benefits of future peiisibhere; 
and (2) the possible introduction of additional inflexibility in the 
flow of capital in a iiiarket iiicreasingly dominated by institutional 
investors. 

In the long run, another eoncera jnay an^ to ^the in- 

fluence of pension funds on the capital markets. That is, as more and 
more private an^ State/lbcal plans becdiiie ftiUy funded^ and as they 
accuiDuIate funds in anticipatibn ^of the retirement of the ''baby 
boom^' generation,' a rapid liguidatfoii of funds will occur in the next 
cenMiy. As early as 1996 to 2001 for State/local plans, and 2001 to 
2006 for private plims, substantial numbers of people born during the 
194t-S0iperibd of high fertility will claim pensions. During some jjart 
of the firat half nf the 21st-centuiy, there would likely be a net with- 
drawal of j>ei]sipn_ fu^ capital mar'fcets as liquidations 
exceed accruals for future liabilities, perhaps resulting in downward 
pressures oh strok-p^ and rising ihterpt rates^^ 
investment planning for the overall economy properly anticipates 
this period of pens^^^ asset liquidajio^^^ and appropriate investment 
sirategies are followed, an acute capital shortage, could occur during 
that period. 



"•jruilam C. Qreenough and Franda P. King, "Pension Plansand Public Policy," Colunibla Unlyerslty 

PwMj Nw ydii:,-iS78,-P^149^ - -- --- < 

»Wimam C. Qreenough and Franda P. King, op. dt., pp. 144-152. 
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F. Will an AoiNpy^^^VhM NECESsJ'^^^tiB an Increase 
, in '^Oveh^j^ient Speni'J^^^ 

: Given dem^^ forecasts, it ^fUsy to see that con- 

tinuing "business as t^^^J^^^^ to T^^Htrement policy aW 

health care financing cv^^^ have an enormous ^^Puct oa nio Feder^* 
budget. Already about ^^^u^rter of fiscal yeftF.,l9l^g Federal outlays 
are directly benefiting ;«&ed through so^^f Security medicar<^' 
Federal employee retir^^^t^t, ^nd various wf'Me j)rograms. If on^ 
simply projects these ^"^^^^nt programs ah^J,*^iimes that overirf' 
Federal spending return^.^o the '^historic'/ lev^'^^f 2o percent of groS^ 
national product (it 4s ?^^<2.5 percent this y^^H, then the elderly^ 
share of the Federal l>^^^7 ^^U rise slowly di^"^kVthis century to 3? 
percent, then leap upvVj*^^ by another 10 p^^^ntage points in the 
next 15 yejire, and soar^^^_^b3 percent by 2025.^^ a share of labor in; 
come^ Jig^ ' ' 
the 2010 
Two sf 

Federal spending in an _^/^, Population agin^^^^Ud (sT'th^^^^ 
in spending at the Fed^^** vei^^g the State/local levels that popula- 
tion aging implies. 



1. WILL AN AGING POPt^^'^t^IOJ^ prqmqTE iLES^ ^^i>GETARY J^ONTRO^' 

Government? 



about a tnird ot •'uncon^j*^aole'^ Federal spen^^g. /pj^^ ^^^^ of thes*^. 
benefits cau be coiitrx)ll^"„,^hrough legislation: A^^^Vever, such::legisl&" 
tio'n takes time, partieuj^^'y vvhgn a coatroveri^^^vmatter such as thj^ 
income of the aged is ^^,^iake. Thus, Congr^^^^ican only exert ^ig^ 
nifieant budgetary cpn^^!:.^^^** the so-called iU^\coti^j.Qjjg^jg spending 
through a multiyear eff^^^-_ In fact, \vhere rapetti^jj^ incoiSp is a*^ 
issue, the time span for even longer, since" 

realitv dictates that car^ gl^tiuing by worker^ ^Ud retirement plah" 
hirig by those already Pensions must be iak£^ ^Uto account. y 

As benefits for the ag^^^row as ^ share of tg^.pudget, they should 
also accaunt for a large^'/'^^^ of ''uncohtrbllaf^-^ ' butliys, and '"iiii" 
controllable-' spending :^^_^M Mse to even m^„^^ than 75 percent of 
the total: Thus, forCon^^^^s to control the si^^^i the budget in any 
significant way, the legi^i^^^on required to do Mil have to addres^ 
fiscal policy goals ovbt ^ "^p^ and longer tim^ ^Pati. 

Spendingibja benefits: f^_-^"® aged primarily /determined by: , 

— Growth in the numlJ^'|,^L^entitled to social s^^^rity, medicare, and 
Federal employee r^/l^S^t. 

—The past earnings of J^*«fen titled populati^^- 

—The current rate of J^Jf^atiott. ^ . 

—The program rules f'^^^enefit entitlement computation; and 

—Decisions by individuals on when to retire- , 



a UnpubUahed projectlohiissemb'^Qi^^ Sail rrom "'^^ staH study. 

M "The Budget of the United Stated ^'^"^eiit» Fiscal Year 1980." * 
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: _ The current strength of the econo^ haa o3y a marginal effect on 
benefit costs, fdthbugh i§ipact^dn the pa^ 

that finance social security, medicare, ana civil service retirement. 
While these programs ordinarily generate revenues in excess of outlays 
andi^(k)n tribute to a budgetary surplus (or reduction of a deficit), 
during a recession psyxoll taxes UiSually fall off isufiiciently to result in 

a net putflpw of funds from these programs' trust funds. 

.Although an increasing Federal budget relative to GNP is often 
yi^^d a^^ measure: p of government, ah increase in aged 

benefits, wtiich are mai^yv transfer payments from wbrkere to non- 
wbrkere and #6 ahptherj do not geher^ly result 

in more government control over the production of goods and services 
^ ^py^^ he true, if pf example with a ^larger defense program or 
environmental control effort. The one exception to this generalization 
may be in healtjh cajre. Certa^^^ the size of medica^^ 

-heightened Federal concern over' health services delivery and hasstima- 
lated attempts to exercise more, public regulation over hospital and 
physician practiced. 

2. ^ILL-AN; AGING POPULATION SHIFT THE FLOW OF TAX DOLLARS 
TOWARD FEDERAL tNCOME TRANSFER PROGRAMS AND AWAY FROM 
FBDBRAj:^ PROCXJR^ SERVICE DELIVERY AND THE STATe/ 

LOCAL SECTOR? ♦ ^ * 

: :i?^tU!c s^ndio^ <m^ag0<i be^ has become ^sehtially a Federal 
function, ivith certain exceptions - (State/local employee retirement 
sy^^stems. State supplementation of SSI ibenefitSj iState matching: af 
medicaid payments) . Qn the other hand. States and localities contmue 
to provide the bulk of t^ of ^hhc ©ducationithey jm close 

to half the welfare aid to needy families with chHdren, and they 
operate and share in the costs of employment arid training prbgr^pas, 
social services, and faniily health care services. 

Since an aging popidation will increase F^ideral spending, it j|iay be 
a^nmed that a decumngjprpportion of children, youth and younger 
workers wiU lessen the demands on State and local budgets. However, 
^th ^aU this budget-making occurni^^ in thousands of discpjaneeted 
decisions, there can ba no assurance that such tradeoffs will be made, 
^l^hpyghi taxpayer^:^^ Induce: property taxes and growing 

congressional sentiment to discontinue revenue sharing suggest that 
P^P^^ss is already underway' to sdme^egree. Since aged_4^0pG?^^®i^^l 
cost the public more to support (children relying largely on families for 
their sup port), even an explicit tradeoff of less State/local for more 
Federal spending would not likely hold overall public costs of depend- 
enCT" to tne current level: 

i„ within the Federal sec tor ^ current trends coupled with a contihua- 
tion_of the Carfer-administration's goal to hold Federal spending to 
SOjjercent of GNP wpul|t mean that' Fede^^ procurement programs 
and direct services provision would have a declining share of the 
Federal budget ahdj ultijnate^ mjhe 21st century ^ realize a 

declining amount of real*3doHar expenditures.- To hold procurement 
spending constant^ or to increase it in real terms, it would be necessary 
either to relax the ceiling on the share of GNP passiD^ through the 
Federal budget or to effect cost reductions in aged beiMnts. The latter 
course woiUd require changes in benefit entitlement rules, a curbing 
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of inflation (especially in the healtli ca^e sector),i^a jmaiorjshah^ in 
past trends toward early retirement, p some combmation of these 

nvents. / : 

III. EMPLOYMl^NT ISSUES ^ 

G. Should Individuals' Workino LtvEs Extend to Older Ages? 

The selection of age 65 as the^ normal retirement age for social 
security, for the preponderance ply>riyMeiPei^^^ anji far a 

large number of public employee plans^^occnrred mainly at a i>ime when ^ 
relatively few people lived to "bemuch oV^v than 65. This poHcy is now 
questioned for at le^t fivfl reasons: _ .i^ i 

—More and more pebpfle should experienWgOod healtljfor long 
periods psstlaie B5 jand will be better abl6. to continue working 
than was jbhe cM^ _W:years ago. , * 

— Many people want to work longer^ or nedd M^ork 4q m^ 
for inadequate retirem iiiccmie, buthave b*ii prohibited from 
doing so by laws just how amended— future aged 
not oidy have broader legal rights to continSe^ork^ but their 

freater levels of education compared__tp t<^^^ 
eoreased physical demands of many jobs may stimulate more ; 
woiS activity as well. j _ jn: i^i x-i-^ 
— The prospects for a tight labor market if low fertility rates eon- 
tinue calls into question, the ^economic \visdom of encouraging 
healthy, productive 55-; 62r, or iSven 65-year-Qlds to retire. :_ „; 
— The tremendous <K>st increases tissdciiited with the aging -of the 
U.& population can be offset by a lengthening of th| traditional 
working life. Por instance, the ratio of people in dependent age ^ 
groups (children and the aged) to workihg age peo^e w^^^ 
about ithetsame in 2025 as today if the normal retirement age 
were raised to 76. : ; . _ 

^>eople have been encouraged to retire_eariy (age 62 with actuarial 
reductions under , social security, a^e: 55 with 30 ye^^ the 
Federal civil service, any age with 20 vears of military servicei ase 
55 with 25 years service for wldte <5Qllar eirip^^ m New York 
City), and many people have responded to these incentiyesipver 
half the new social -seciuity be^ficiar in recent y^ears have re- 
tired early): Yet_many iarly /fretirees keep wprkdng^ and con- 
tinually exert prpsure to liberalize the retirement test that re-' 
duces social security benefits bjr 50 cents for each dollar earned 
. over $4j;000 yearly. i : ^ . 

In additfon to the question of the apprppnate nbiroal re 
oge^ the^etiremeht.age issue involves lour closely related specific 
policy issues : (1) Whether encouragement of early retirement siiou^^ 
cpntmue' (2) the extent to which social security and pension benefits 
should be reduce^ for retirees who fesume:^^^^ 

who defer retirement- past the normal age; (3) whether mandatory , 



retbement shoilld be laTlowed^^t any age; and (4) whether the tradi- 
tibnal life-cy(Ue model of labor force participation (full-time wprk 
followed by full-tirae leisurej shoiild g^^^ to some other sequencing 
or mixinc: of work and leisure over a lifetime? 
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1. SHOULD SNCOURAOBMENT OF ESRLY RETIREMENT CONTINUE? tl'^ 

. ; . . ; : : . i- ... ^ ■ . ■ 
z Social ziecunty^ pr^^ i_6l^ctiGn of reduced retirem 

benefits by xai entitled woiter as early as .age 62. Most private pen- 
sicms providc al^^ ©4j^y rc>tirement option, and iwit)lic employee plans 
typically provide for optionar retirement at earlier ages than do the 
tmvate plans^ If an early retirement Jbenefit is the^^agtufflrial ^quiv^- 
fent" of tfie normal retirement benefit (i.e„ its value is^ less than the 
normal benefit by an amount that4dlow8 iov the return on funds in- 
vested for the time perio(Kihvblved and the greMeriQbaAGe: o 
befbre the noroialage), then there should be no;finen5jal Incentive to 
retire early. While benefits in some, pla^^ by 
amounts tliat moke them actuarially equivalent to benefits at the 
normal retirement jOge^ the ^majority of Mans -actually rew^^ 
retirement with benefits greater than the actuarinl equivalent of 
normal benefits.^ Even sqcia^^ J^^nefit reduction 

at age 62 is less -than^ the reduction juecessary to achieve a neutral _; 
. system witb respect to _ - j • 

: : This financial encouragement of early retirement began in the Great 
Depression with the aiindUnced intent of -making room for employment 
of younger, nnemplbyed people. This policy has continued through the 
ensui|ig decades ^hen larger numbei^ of young people w^re entering 
the labor force. However^ we are how entering 

trants will taper off significantly, although early, retirement may be 
viewed as needed tb_ make rppm for A<wa^^ labor force 

and to prdyide greater flexibility for affirmative action efforts to hire 
and prbrhdte wdnieh iiiid niindrity group workers. 

2. SHOULD PdstRiJtlRERiBNt WORK BE DISCOURAGSD? 

For social secraity beneficiaries, who resume work, the retirement 
test, fdthgug^ liberalized in 1977, still discourages full-time work 
at a 5(3-cent rate per dollar earned for all but low-wage workers (Avho 
receive further discouragement from welfare benefit rules if on welfare). 
The main argument in favbr of a strb^^ retirenieht iest p tha|<s<Jci|cl 
security's mam purpose is to ii£|ure against loss of income in retirement^ 
and it should not spend its* limited ^i^^ a kind of annuity^'^ 

to-ie claimed at age 62 regardless ofowork status^ :^ 

For the worker ^vhpldeS^s retirem^t jmst age 6^ does 
provide a bonus in the benefit paid upon retirement^ J)ut the bonus 
ratezK pereeht amiualjy for work Jbietween 

the rate that would provide actuarial equivalence between deferred 
benefits^fid benefits at the normal retirement Ag^^^^ 
public employee plans allow no further accrual of pension entitlenients 
for work past trie normal age.^* This ^ financial discouragement to 

P *'197^tudy of Corpornto Pension i*lans," Bankers Trust Co., Now York^ 1075.- 

iLHteiifed V. Burkhao3«ir,--iri Asset MaxlniluUldii Xpproacli to Ew^ Social Security Acceptance," 

Institute for Research Qn Poverty, Unlv« ofLW^r»ln^M6dis<m) , 19^.^ ~ - . - :^ ~ 
••-"1975 Study of Corporate penaiott-PJansz- Bankers Trust CoM New . Yorfc 1976; ''Pension Task Furce 

Keport on.Public Employee Retirement Syat^ma," House Committee on fiducation and Labor, U.S. 

Congress, 05th Congress, 2d Sc^on, Mar. 15, 1078. : 
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eentinue^wbr Ka g is <?lo8ely related to the jxilicy issuexiiscussed above 
of indjicing early retirement. For bnvate plMiSi it js eJ^ 
^rbmg the cost of employing old ef workers whose marginal pfpduct 
may no longer exceed their marginil cost to. the firm- 

8. SHOULn MANDATORY BBTIRBMISNT BE PERMITTED? 

- The msndatoiy J^tireraent ^e limit, seL at 65 in the original Age- 
Discrimination in Employment AQ^^ was raised to 70 in the 
1978 amendments. Although the act preyJously allowed mandatory 
retirement priojita th €f5 limit if such practice 

fide employee henefit tdan, no new plan can contain any arrar^emmt 
which iwouldiiforee^inm to retu-e prior to a^e 70. Collective^ 

bargained benefit plans currently in fdrce witSimandatpi^ retirement 
beforej^e 7(>may ;^main in force until the earlier of tw<> dates — the * 
plan expiratiolrd^te^ or January 1, 1980. : : _ ji i- i_ ^ : ::i 

- The raiendtcSents^ however, do permit forced retirement at age 65 for 
individuals employed - as ranking executives or iit high policymaking 
positions if they ftave^ been employed in such capacity for at least « 
2 years '^br to retiching^ age 5_5 trnd hayej upon retireme^^^ 
pension henefit entitlements on a straight life ammity basis of at 
feast TBTjOOO per year iex^ludinj; sbci^^^^^ security) , Until Jtny, 1982, 
"tenured f aculty members in institutions ^of higher educatibh can also 
be forced to retire M age^ time that exemption will lapse 
absent extension. Ig^ Copgress. ' : _ _ _i 

Past, trends of earlier retirement may not have been entirely the 
result of worker choice but may have been due in part Mraandatoiy 
retirement rales- ^he^a^^ of private and public pension systems 
discussed above which induce wor'kere to leave tl^ Jabor iorce^ m^^ 
c^tetitute even more important factors, but withont mandatory 
limits a more gradual trajisitibh between work and r^wem niigb^ 
be jpbssible, accpm|«iJiie J by a, keening of^ the psychS^ sbcio- 
lopcal, and economic prbbleins assbeiated:^^^ 

lifestyle many j»eople^x^ today. Ghie recent study has esti- 

. mated that old^r worfcerszisubiect to mandatory retirement are more 
likely^ leave the labor force than are other wbflfeers. It was estimated 
that the increase in the ifiandatory age to 70^ will increase- the number 
of workere ages 62 to 69 by 8 percent, Further research i^ under^y 
for the ILSilbepartment of Labor on this question. . - f . 

A mandatory retirenjent age cohstitutes a f bnn of age^discrimmati^^ 
which Jjmits the ability of some older persons to continue in their 
accustomed jobs. Some bf them ma^ witM^aw iroin the la^^^ 
depriving ♦ the ecdndmy of their productive services, depriving the 
wcScers and their dependents bf a^ 

support, and raising the costs of pension programs. Dthere affecj«d 
- by age limits may be fgrced tb tina iiew jobs, often jobs at lower p^ 
that do hot fuUy utilize the^skills and experience accumulated oyer 
mwy years of work. &)me bloer workers wno are forced to retire may 
seek work but wind im unemployed and recipients of unem 
benefits. T^Se effectsJ^Tth^ loss of productive services on the economy 
and the xelated increase in the costs bi hublic and private pension 
^rsteixis fall upon everydne, especially woreers. 

riTStSadlp- WMthelmer ilW^ShelU R. ZedlewAl, "TheXJofia«5nin<»»<)f Chinking the MihdfiwT 
Itotinment Aje limit," Urbftn Institute wbrHng paper 1»4-01, Not. 24; 19T9. 
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0n the other hand, raisiriK or elimmatinj? the mandatonr r^Mrem^ 
age may affect adversely tne opportunities for jobs ana promotions 
for younger workere— especially .youths women, and- inihGnties. 
One argument claims that there is a fixied:number ofjobs in the Ameri- 
can economy at any given time,^ahd jobs held by^tder \>wkere are jobs 
that camiot be hela by othersr Therefore, a mandatory retirement 
age ''directly increases the opportunities for younger workers by. 
» creating job vacancies. , 
:-_ Aj30uhter a^rgument is that the number of jobs is 
incomes foi;^ older workers lead 16 higher demand for goods and 
seryiees, an^i thus, to overaU of ^mpjoym^nt^ 

number of jobs is mofe a function of the amount of ihyestineht cafiitaj 
arid the "level ef aggregato_d'emand than of such institutional limits 
as the nSnnal retirement affe. -/ - l i^ .n: ill 

Furthenndre, it is not clear that older ami younger workers are 
directly competitive for the same jobs to any:^real:exten Fewer 
(dder workere may lead to higher wages for senior positions, rather 
than to rnbre ehtiy^-level jobs. If the increase in force participa« 
tioii4>y oi(ler workers is as small its that estimated by Wertheimer 
and Ze(llewski,itheh the impact onypung wbrkere would be expected 
to i3e minor for the econom^^ as a whole. 

It is also argued that many older workers experience a d ecline 4n 
' productivity as they age. Since it is usually difficult to reduce salaries 
of Jenior employees^ fiims^ in ay find it to tneir economic ad van t age. to 
substitute younger workers for older worlcers. A mandatory retir^merit 
age provi^s a convenient way to ease out older workers without the 
neecf for ^ase-by-case review and the singling oMi of particulai^ em- 
ployees fpr dismissal. — — _ _ 

miiletthe passage of ^ the 1978 ADEA amendments hp rais^ 
legal mi«|ato^r^ retirement age to 70 for private sector ^pricers, it 
falls shortof elimihatihg all age discrminat^^^ debate bii 

thiis subject and the abovementioned issues is expected. 

4. IS THE TRXDITIONAt tIFE-CYCtE MODEL OF FULL-TIME WORK 
FOLLbWED BY TOTAL REtlRESl^t OBSOLETE? 

In recent years, two important trends afTecting the emplbyment of 
' the elderly have emergeU. First, grejater numbe^ of employees are 
opting for earl^T retirement. Second^ there is ah increaseiLcTesire for 
part-time work by older people. While related to the-above-mentioned 
three issues,^ both of these phenbixiena may be imlie^ of a more 
fundamental issue — a desire on the part of. workers to reallocate 
working time versus, leisure time acrbss the life cycle. Fbr example, 
this reallocation may involve decreasing one's hours of work at a 
y 6u hger* agej together wkh wbrkinj^ ibr a longer period of &ne 's lif e . 
Another possibility is that two careers'^within a lifetime could become 
the inormj ^vitlv peribds bf sabbat^^^ interepersed ^Ettong the 

working years: in lieu of a permanent withdrawal from the labor iprce. 

Despite the grbwth iii j^art-time efflpteyment as a proportion of 
total employment (from 8 percent in 1954 to 14 percent IJ^ 
mbre aha mbre older people who want to work part time cannot find 
jobs. Other older worters who are emblemed d^^ nptiwprk the hburs 
they would prefetv being employed either fewer or more hours than 
they would like. ThuSi some plder irorkers must s 
between continued full-time employment or complete retirement. 
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To desim effeetive>()bUoie8,fe 
gimties mthin the pmvat^ Sector, we need to kiiow;^^?o sbout the 
relative costs to fixrosrof using paiir'tjjne yeimua^fyJl-^^^ ^Sployoes in 
di{Ferent occupations, lie lack of part-time employta^^^^pportunities 
may be an accurate reflection of mcreM^ it-may 
be more the case that eniployera^^ inf^^atian, incor- 

rectlv felieye pMt^tiHie empjoyece^are moi^ expensive ^Qan fuU^ 
employees.^ if relative cosS are hi^er, private. andlo^^^bUc policies 
mfi^ jlw madvertently inefeasihg the^ costs of using p^ ^Uiie wdrfeers 
in wi^fs that couifiJbaH^B^ided. -j - 

A rel^ed^ is^i ^oncerite^ the fact that there also W^ijU^ to be s 
lack of part-tiine emplojrment opportunities fQr.yoti^^ and ^om^n^ 
Heneei^gOTend J>blicies to increase part-time^mployniei^ Oppo^^^mjties 
are likehr to benefit these groups as well. However, it .^. po^itle that 
e^and part-time employment opportu^J^ specificaity 
for the eHmy would be at the expense of the: other t^- groups. This' 
si^atibn would be likely if the ^kiUs and B5)ene0^® of tfi^ 
groups are similar. Altematiyelyi it may j)e jthe,,ija^ ; - ^ tHe jobs fo^ 
whicn elderiy workers^are best suited do not oveSapf to % g^-eat extent 
with those bein^ mughtb^ yo^^ . : 

Another consideration is the need for reeducatibn„j|_ the aged to 
facihtate pursuit ^^^^^ liistitutibna i^^^i^^ edwa 

faced with diminishing numbers of students of no?^_ college age, 
could be to design course work to better ^^^et the needs 

of idder workers, 1 : 
^ Re^ocatkmzofjnbre leisure time from the ."retire«**^at yeats*' to 
the ''working years" could also cause a demand for chS;^^ in pension 
plafe desigiii since most private plans compute entit'^lti^ts usii^ 
formtdas designed with a traditibnal cajreer patte^ 
setting benefits at a specific; percentage per year, of .^^-time woit 
times the average salary forjLfie finalJ iyears).-A longer 
career that interapersed part-t^ime with fi^^ sttffer 
relative to the SO^^eaJ ftm-time^m 

at age 62 or 65, even if total hours woike^over their resj^ctive careers 
were equal. r' 



H. WitL CbiticaL" LiABbR Market Scarcities ANo/^^^StTRpnTTSBs 
JtBStTLT From PBESENTr Policies AND TrsiJ^ j 



PbgLdatibn .ag^uig, retirement policies and pension may have 

a^gre^ate impacts on the labor majrket in i^^^ 

bnangmg age structure of the population affec^ the ^^tribution of 
available skilly withzseccmda^im^ relative ^rSe levels and 

extent of labor force piffticipation by various CToum of 
nU^ to (k>erce OT induce re to^ with demographic 0^Qcts<>n l abo 
stjjjyply is of partictdar interest here. Second, it is bf^^^egj|4 that 
pbpidatiOTi ^mg could Ibwer work force produfetivitX- ihirct, ^^^^ 
may^chan^e patterns of demcmd f or varibtis goods an^ j^Wces. ljid 
fouithi i^nsicm policies may have ^grcgate ^ff^^Hi^^A J^l stg>ply, 
dlstributiojt and turnover, and uneinplc^rment. Tn^« issues are 
discussed below. . 
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i. WILL ANTICIPATBD DBMbORiVPfflq C^HANOBS SHARPLY RESTRICT 

LABOR SUPPLY? 

Given xurrent trehtis in ^rtaity im mortality, am^ 
and the age distribution of the present population^ the age structure of 
the population wilUhift decidedly in favor of the middle-aged over the 
next 30 years and the elderly in the longer run. At present, the labor 
market IS being podded with new entrants from the baby-hoom 
generation and simultaneously receiving substantialiJn^ 
women as thezfemcde labor force participation rate -increases. ^While 
the level of la'bor force participation by young people has reac^ its 
pcJc and will soon b^/declinicg rapidly,- the labor force participation 
rate for women of nearly all ages will likely continue rising^fbr smn& 
time. Oh the other hand;^ older workers have tended to retire earlier 
and earlier since World Warily and it is unclear whether tlie increase 
in the mapdatoiy retirement age limit will affect that trend, _ : i 

Over the next 30 years> jbbj^rospeets for older workers choosing to 
work would seem relatively bnghL However, as noted elsewKOTe, tlie 
economic ihceriiiy^es curtehtly embodied in our public and: private 
pension systems discourage them from working, HoWeve^^- by 20^ 
there wij^ be a dramatic increase in the number of older persons and a 
substantial risk of heavy competition for jobs, ^l:: : 

For tl^ einrerit cohort of younger workers, job prospects are. not 
' favoraSle; smce members of this almprmaUy lai^e 
continually:^ compet^^ with each othef for promotions as the cph^t 
ages. For young, persons not yet in the Jabot jnarfe coriditidns should 
get-progressiye%^ favx)rable as the succeeding cohorts shrmfc in 
size. Shortages of workers for enti^Jevel jobs may begin to appear m 
theJate 1980's. However, if the trend toward earlier retirement is 
revfejrsed, there is tM pCwisibility of adverse consequences (probably 
t(Bmporary> for younger workers. _ : : 

Many of the same effects of demographic change , expected tor 
younger workers^also apply to a le^er exteihttaw^men and 
5Tde gpwdoym ol^ flow of youth into the labor market and the tr^d 
toward earlier retirement will both benefit women minorities. 
Howev^fi^ women and minorities compete directly for jobs withr^^mth 
and older workers only to a limited::extent.^^M traditiMffelly 
women have been confined to certain occupations and, thust largely 
have competed with each other^As the female labor force parti 
rate cbnmues to rise, women will face continuing stiff com4)etitiph for 
jobs and promotionsi unless they break into nontraditional occupa- 
tions. Black youth face a bleaker future than^ whites because of the 
vestiges of discrimination. Attempts to reverse the trend toward 
•: earlier retirement could cause adverse .c6nse<iue^ 
and ^minorities to .the extent that they compete for ^the same jobs.. 

The combination of an increase in iwb-eamer couples and pension 
niles which penalize ]s likely : to lead to a Continuing 

mcrease in the demand lor phart-timeijbbs. One major employer, the 
Federal Government, has grea% its number of part-time 

jobs in recent years, Howe veri_th^^ to which other employers 

will respond to this demand is not known. 
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As liaye seen abq^e, a portage of ^intiy-ievel workers and 6. 
su|j>j[u9-W parWime w^Hrkers ^ both Dosaible future prospeete. Both 
. employers facing s shortage of a particular-kind 'of worker^ and workei^ 
facmgiashort^e of apw*h victuhs pf a structural 

imbaSstnce in the labor market. To some extent, wi^e rates will change 
to equ^t^HSupply wid demand. Howeveri^this^rbce^ not work weU 
enough to achieve a balance, land tffft' Federal Qov6mment has acted 
U> - allevia te the imbalances through tr aiiimg and j oli placemen t 
progr-ams^If the preceding analysis is accurate^ the future' clientele for 
these pfdgjram be different thaJi^t^^^ trying' to 

^ train unskilled youth and place them in skilled positions, the programs 
may be helping to place women, older workers, ^lid other persons 
ltk>king for part-time employment into jobs traditionally Riled by 
full-time younger workers. Such a program would probably have to 
cbncentrate as much on job restructuring its on training. ' 

Another potential impact of :«n aging population may be ott the pro- 
ductiyity pt thelabpr force. A^^ is known about thi^ topic, 

two hypotheses are commonly presented. One is that a more ex- 
perienced jand_ mature labor force:: should 4>e _ mom prpductiye. The 
other is that the labor force 'will become dominates by people with 
obspjete skills and with less enthusiasm for training than younger 
woiiers. ■ * . 



2. Witt POPULATION AGING CHANGE DRAMATICALCY THE TYPES OF GOODS 
AI^D SERVli^l^^EMANbEl^ BY C 

. : The impact of an- aging population is not restricted to the labor 
Market, it al^ affecte tne markets for go^fds and services^ For 
exaifiple, the ourreht housing boopi is in part caused by the baby bpbm; 
generation r^ching the age ^t which tliey form households of ^ their 
own. As the im|)apct of the :bajbiy boom wahes^ it is likely thiit the 
housing boQsi' will as ^ell. This may, in turn, have a serious impact 
on the cpnsfructipn trades. It vaf^ also diminish the zvalue of home^ 
ownership as a source of wealth in old age if price appreciation slows 

.db\^. 1^ I'l _:^iijz ii __i_zz 

ia addition to housing, certain other impacts can be sketched 
brie^Tv; : ~ z : L :z iz: z. 

— The demand for educational services for children and young 
adults will decline rapidly. To sortie extent this may be offset 
bv more adult education. 
— ^The demand for institutional care facilities will rise steadily 
throu^hoiit this century and rapidly in the second and third 
decades of the next eentuiy. . ; 

— The cornbihatioh of rising feniale^ labor force participatjbh and 
the fact that women from the baby bpom conort are in tieir 
child-bearing ;ye^^ a temporaiy upsui^e in 

^e demand for child care services. 
—The: sirykiMire of deinMid I6r maJij^ good s and: services will change 
in response to the decrease^ in average housefaoltf size associated 
^th few fertiU^ and^he of^he ipbpulatibn/: For example, 

tHe demand for apartments and smaJler nouses should increase 
relatiye^^to the dem^ The eneigy crisis aside, 

the demand for large automoBHes shbuld decline as well. 
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— The demand for health care services, particularly those prov 

to the middle-aged and eVderly, should rise steadily until the^ 
_ second decade of the hext cehtuiy and theiv ine^easeHi^ra^ 
All of these changes sviU affect not only the product markets them- 
selves but also the labor markets for the persons in these ihdustjries. 

8. bo PENSION POLICIES HAVE EMPLOYMENT IMPACT 

: In addition to changes in labor market conditions brought about 
by underlying demographic trends, there a^^ brought about 

by government and private policies directly. One of the most im- 
portant of these is the effect of pension policies. _ - _ 

Although little is known about the magnitude of the effect of 
|)u|)liG arid J)fivate pension policies^ the directiop of the" effects is 
nsuaUy clear. First, pension fiolicy discourages labor foree^art^^^ 
tibri by older pefiBdns. Thp most important^ deivices which discourage 
work are the retSement tests employ ecLby sbcial secuiit^^^ 
pension systems. These tests makd receipt of; full pension benefits 
conditional upon at least partial r^frtirement. Iii addition^ benefit 
foraiUlas ar©-usuttlly designed- to encourage earfier rather than later 
retirement. Thus^ total labor lorce si^^^ redifcedf arid the 

elderly labor force is reduced dramatically. 

Second, most priyate'penlipS glans djscour^^ 
to firm andiev^n more so from industry to industry. Althougn the > 
passage pfvERISAire<tuirtfd s^ of the pension- rights of 

workers who change jobs, often these rights are measured in dollars 
which are^ not indexed fi^ Thus, ibt a younger worker, the^ 

"yesting priyiieges" ire nearly worthless since the credits wifl dwindle 
in real -termva^ inflation takes fts toll in the intervening years be- 
tween the earning of the credits and the claiming of beeefits., '^^ 
it is unclear hb\v seribus aii effect this has on worker mobility, there 
IS no doubt that the effect is to reduce it. _ : :: ^: ^ i 

Because blder wbrkera are less mobile and, therefore, more likely to 
stay with a firm until retirement, ind. then qualil^ fbr a 
pensibn,Jhey 43ost a firm more than a younger worker who may earn 
the same pay but is less likely to teishr his/her ca^^ a* the same firm 
and, thus, Willie entitled to a much smaller pensign. This factor may 
cause firms to favor younger workers bver blaer wbrkers in their hiring , 
decisions. _ ^ ^ . 

Another effect of pension policie to employee compensate 

Some employee groqps may have achieved greater levels of total com- 
pehsatibh bj^ bargaining ibr mbre genbrbus pensions, since the full 
cost of pension benefits may not be felt for some timej whereas. wage 
increases impact a firm's cbsts immediately. Where pension coverage 
' varies within ait industry, firms may vaiy in their atiractiyeness tb 
labbf based bii their mix of- pension benefits versus wage income, . 

There ts also a macroecbnbmic aspect of. the compe^^ 
perisipris. If th^ net effect of pension plans has been to raise the level/ 
of total compensation compared :to whatr would be paid in wag 
pensions did not exist,^ then pension plans may well have resulted in 
an increase in the total number bf pebple in the wbrk fbrce. 

V ■ . 
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^ IV, ISSUES OE SYSTEM COORDINATION AND DESIGN 

• i. $HOUIiO THE, jpRBBBNT MlX OF PUBUC AND PRIVATE 

- i. , Prov^^ Be Changed? 

'Tfie oSginll idea behind the Social Secuiity Act 9_f_I93&^wM tha^ 
' BGcifi security would provide ffiitaimuiii income security in old age 
for as many workei^ and their fainilies as possUb^le^ Priy^ 
-and 8|[ving8 would. ev^ntuidly sum base retirement income 

' ip tp'^adequate levels. The neecf for welft^^ wdUld^ 
"wither awayV' aa benefits -rela^c^ to empployment matured.^ How- 
ever, despite rapid gr^ thesj^ 
last two g^oals nai^been realized fully, and sociafsecurity has been 
sti^tched in,twa:dim^^ an implicit. welfare role as well 

as^ e^plicit^retirement role^ v _ ' : t 

Privafeip^sipn^^ i ela tiyely few in n Umber un til the 1 940 's 

when p€qi8i6n coverage grew rapidly. This growth cbhtihued through-- 
^^lutthd 19OT'b. T^pcjr^^^ the private work force participating 

in pension plaiirS>se from 12 percent in 1940 to 21 percent in 1950j 
32 percent m r955, and 41 percent in 1960.*^ However, in the-196p*s 
grpwtli in private pension coverage slowed^ and, as the parUd^ 

farmworkers reached 45 percent in 1965, pension anSysts were 
predicting that the number of/ workers ultimately^ eli^^ 
pensions would not reach 50 per^cent of the work force until well into : 
the 1980's, or even the 1990*8,^' MoLtep^ 

during the last half of the 196b's about the equity xif varioas private 
" pension rules and financial Jbii^es in c^rtaigipXans. C^ long-time . 
wdrkiBrs^ being denied benefits due to vesting ndes came to light, and 
iinancial scahdalj^were y^tribu^ed to rnan 

The hope that private pensions would' ultimately provide adequate 
retirementjncj>me^^^^^ fc^ca,miE) les^^^ 

The changing outlook for private pensions led to legislation in the 
1960's:a#d early 1970's to improve the adequacy of retirement incpme. 
Beginning in 19B5, seven separate social security benefit^ in greases 
tppfc^e^ct- in a 10-^eaf period that yielded a cumulative increase of 
120 percent. Adjusting for inflation^ ^hese" ini^reases^ aimed at deyel- 
ppiii^ a beniefit structure fo provide mcome adequacy, produced a real 
benefit increase of 48 percent. : _l i 

At the same time, private pension systems were increasingly regu- 
lated toward the same ^objective., Conbem about pri^^ 
idtimately resulted in a major new effort to regulate private pension* 
eligibility, aiid funding ^under the Employee Retirement Income 
Security Act of 1974 (ERISA). 

CbhtraTXjtp what many may have expected, the large increases m 
social securi^ benefits of the late 1960's and early 1970's and, the 
passive of EkISA in 1974 did not signify the beginning of a new era 
of rismg wage-replaceraent rates approaching adequacyiinpt ev 
yiej4p to 50 peroent oi workei-s covered by private pension plans. 
Ratlier, the large increases in retd soci^ security benefrts m^^ 
end of an era of rapid gr;owth in pension coverage and benefits. 

r BetLWUfijim C. Greenoqgh and^^nds P ^iag. op. d_t.,-^^ 84;-B. ^ ^ iz:. 

«**N«nnan B. Tureaad^arbamA. FtiUfir'^Tfie FaEure of PrlTftte Pension Plans," American Enterprise 
Inatltuta ft»r publlo Policy BMearcb, WasWngtonj^ro/*. - i ^ * « ^ ^V. a* 

tft<«|»nbiic PoHcy andW^a^eodbn-Progin^^ Pr«aaent*S-COminltt©eflD. Corporate Pension Funds 
and other Private BetUvmeflt and Welfare programs, Washington* January 1965. 
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While public and private programs were ^^^^^^ 
attitudes toward them- shifted, fundamental changes in fertility were 
also taking pl^ee^ \yith major iiQp^^^^^^^ f^M^® 
trends, and expectations for economic gro^vth turned pessimistic. 
These Joeial^hd economic changes made the iinancing mechanisms 
developed eai4ier a less viable means of provi^mg promised benefits 
and leajiis into a new era of 'reform and retrenchment. Thus, in 1977 
legislation was enacted that reduced the long-rMge cost pT social 
security^ indl-eased the payroll tax, and substantially raised the pavn- 
ings level to which the payroll tax applies. :_ : : :z _ :i : 

§ince social security taxes and benefits apply for only a portion of 
taxable wages, it has been custpma^ jfOTman^^ 

to supplement sociaV security by concentrating contributions and/or 
benefits above the taxable^ wage ceiling. Such //ihtegrated" plans must 
meet certain ^sts af faimesa in order_to qualify for taX exemptions 
under the Interlsl:; Revenue Code. The Bankers Trust 1975 study of 
27 1- major pension plims found that 65 percent of them were integrated 

with sociarseeunt^^.^®^^^^^^^^ _ ; . :_ 

- The rapitLincrease recently emacted in the social security wage base,; 
frGm_$16^50p in 1977 to $40,200 in 1986, will force many of these pen- 
sion plans to reevaluate the methods used to coordinate their ben^gt^ 
and cbritributibhs with th^e fm social security, since social security 
taxes_will apply to total wt^es for 9 percent more Avwkers in l^ 
in 1977. The rising wage base means:thatthe maximum soeial_security 
retirement benefit wiU be much higher in the jpng rim. For examplej 
using constant 1976 dollars^ and a real economic growth rate of 1:8 
percent,'the maxinium benefit in JgBS will^^^ times the 1978 maxi- • 
mum in constant dollars; the maximuman 2008 witi be 2.3 times the 
1978 maiScimum, ftlsihg to 5,2^time_sjbhe 1^7^ maximum by 20a5.3i 

The pressures on private pensions — from the rise in earnings covered 
. by social security^ the ihabiuty of private pla^^ to keep b©n^ ^augh^ 
up-with inftktion, the rising cost of pension plan operation under 
J3R!SAi:and the failure^^^^^^ ^to l^ssure^ r 

adequate financial protection — suggestg'the three important issues 
which are discussed below : 
— Futtrre expectations for private pension offerings, , _ 1 

— Future growth in individualized pension arrangemeijts ; and 
— The future Relationship of private pensions to social security. 

1. WILL PRIVATE PENSION OFFERINGS LEVEL OFF . OR DECLINE? 

A decision by a firm or industry to offer its employees 'participation 
ini a poflsijMi pi^Jk resiil t s from consid er a t ion of a ni t inbei- of f a<^tors. 
The Ijict that pension coverage appears to have leveled' ofF, and the 
knowledge that pMflte pensibhs^ are tinder pressure from the factore 
cited above, has||ilimpted considerable interest in ^^Jlat fiiture^d^^ 
yelopiiients in pension direrings might be. Factors thtttrnfity determine 
future pension offerings include : . l .^ji ^ 

— Tne impact of rising social Bocurity taxejsfDeneflts and covered 
earnings, and the automatic inflation a^^ 

— Cost increases associato with ERIS^^ 



>• "1975 Study^f Cqrporatp Ponajon Pians/"-n»nircni trust Co., Now York, Wlh. 
» UripubDsKea^buIatlons prepared by J/rtmn Iruitltute ataff. 
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-H?reati<m rB QGiby ERISA , plermt ting finan^ troubled 
plans to terminate and nave part of the liabiHties covered by an 

msurplCe^TOl^^^ - _z _ i _ :_ 

— Union bamixiing and the degree to ^ich certain types of pen- 

sionsbave TOCome institution^ized in certain industries. 

— The Ubemlizatibn in mandatory retirement age limits: 
— Changes that may ^ccur iii tax treatment for pensions. 
— Higher Kites of inflation, lower real economic growth^ anddooser 

laSjor markets than in the 196b's era of rapid pension plan growth. 

— The profiMbiUty of various cl 

— The popularity of individual retirements accounts (IRA's) as alter- 

ftaUyes tofprin_y:^p^ 
—Future- reliance on profit-sharing plans as a source of retirement 
inc<me;ancl z I z—- .:: -^.zlz zz :. z.: lzz^z .zz zl i__ j: 

Trends in public employee plans and iheir ijppact on private 

sectopemplc^ee expe^^^ ' ^ ^ i i._ 

The ability of pension 'experts ta predict tlje net result for pensiqn 
**ff®ri*i8s of all tixes^ lorces is <|ui te Hmi tedi; In £gener al, however, 
developments that increase pension costs to employers, that provide 
employees with greater options for retirement ihcomfej or that weaken 
the institutionarahd marlcet forces promoting pension offerings will 
retard future expansion of coverage' or eveii diminish present coverage. 
Cony ersely, a potentiy combination of factors such as tight labor 
markets, continued encouragement of pensions through tax laws, and a 
epnstrai^ied or diminished role for social security could stimulate 
growth in pension coverage: ^ ^ 

2. WILL INDIVIDUALIZED PENSION ARRANQEMENTS FROLIFERATE7 

zz iCongr^ has vexfended Jiax^ privilege^^ to^ _thbse jaecorded 

^nsion plans to retirementr'^pians set up b^ eligible incfividuals. 
^©pifej^^l^ Jiidiyiduals^ Individual 

retirement accounts (IRA's) are,%vAilable to employees in firms with 
no pension plan. While 'there is still a ^ite restrictive Jimit on the 
portion of bne^s salary.,ihat pan be put into ah IRA or Ke'bgh account, 
there will likely be pr^ure to relax the limit over time: 

Presentlv^ data are limited on the degree to ^^hich perapns Qigible to 
c^tabiiph IKA or Kedgh plans have actually done so, the factors that' 
have prompted them to do so^ ahd what the Jjong^^ of this 

development may be. The extent to which this avenue is utilized m^ 
wei^ neavily invfirms' future decisi ons on pension J>1 aii terminations 
or: offerings. From thefirm'b point of view, iRA's avoid the burden of 
ERISA regnalatii^ thej^robleti^ of v aiid portabUit^^^^ 

However, the IRA will not sejhre the function of retaining sen^r 
workers and reducing turnover as will a pension plan. 

8. WHAT SHOULD THE FUTUR|B RELATIONSHIP BE BETWEEN PRIVATE 
PimSIONS AND SOCIAL SECURITY? , . ^ 

It has long beert argued by some, particularly oi^antz^ labor, that 
social securit^i 8houla_ be jmpro^^^^ J^int that it^iprp^i^des an 

adequate retirement income to afi woiicers m and of itsell,^ regardless 
pIz the level of private i>ensidns aywlaW This aigument has been 
'intensified by the effects of inflation on private pension benefits. 
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Th^e social security advocates base their case oh t^e points that only 
a Federid systein coverixig most workere can. assure a pension that: 
(1) Reflecte a lifetime's wbrfcj (2) _ii adjusted for wage incr^ 
working; (3) is adjusted for price increases while retired; and- (4) 
bfifers. uhbrokeh disabUity -^d^ s ^®?ard 
private pensions os useful income supplements when available bqt as 
unreliable imtrumeiits on which to oase planning for a financially 
sound retirement by a whole society, given the vajyihg circum- 
stances jh whicji retirees find the ; _ 

On tbe other baiid, social security does not cover ?dl earning 
mdividuals with high salaries; the prx>portion. of earnings covered has 
varied over the yeaiB as Congress adjusted the cpyereq w 
Thusj private pensions will remain a valuable income supplement so 
long as some earning are hot covered by spcial seciirity^^ 
th(0 weighted benefit formula for^ social security results in relatively 
iow wage-replacement l*ates for retirees fr<Hh^^pbs_w high salaries, 
which makes private pensions cmciai to achievement of a high re- 
placement rate for those individuals. The ex^^ a private pension 
system idso builds in a degree of flexibility that a national system 
cannot sustain: wth_^^^ benefit computation, rules of entitle- 
ment, and terms of retirement. : : _z::^ 
:i iUioth^iidvaht^e of retaining a major role for private pensions is 
that these tdans are Junded while social seicurity is. not.: Pensibh^^ 
ftssureithe Nation of a vast fund of cmital for mv^tment; there is no 
assurance that private savings; would be available ih the same magni- 
tude if private pensidh funds ceased to exist; ^ 

Advocates of reliance bh private sector:!^ that 
the role of social security should be diminished in the future. With 
some solutioh to the problems: of pdrytMl^^^ 

the private pension system could offer a retirement income haore 
oriented toward recent eamm^ security more explicitl^^ 

playinp^ a role of income redistribution and mihimurh ihcbine assur- 
ance. Ohe^Avay to diniihis the future role of social security _under 
such a restructuring would be to xepeal the wage-ihdexing:Sj^tem for 
benefit entitlement enacted in 1977. Alternatives considered in 1977 
would result in a significantly smaller system_and~fijlqw tS^^ apij^ca- 
tibh of the payroll tax to a lower wage base^ thereby leaving a bigger 
role for private pehsiohs ih wage replacemen 

income available to businesses and individuals to contribute to pehsibh 

funds." :^:: : i_ i j : iii :_ : , . 

Whether or .not major shifts occur in the public/private share bf 
pehsibh ihebmii^ the integration bf private plans with social security 
will still he ^ short-term issue. Most plans w^ere designed: to rej>laGe 
wages at different rates depending on whether an individual's wage is 
above or below the ceiling oh social security cbverage._Ma^ such 
plans are already but of date, in" ^at they have_ not revised their 
designs with each change in the socj^ security wage cm^ 
past changes^in the ceinng were not as rapid as those enacted in 1977 
to become effective in seyelral staps. This of increases in 

the wage ceiling will probably force these plans to redesign their 
ehtitleiheht ahd/br cohtributibh fbrmulas. 



* Jora dlaciiwIoiidrfUiariaiigalternatlyea^fl^^ "Flimndnff Social Security; Iiisues for the Short and long 
Term," Congressional Budget Office background paper. July 1077. 
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The nii» set by IBS W^'ler i^hich th&rati^^^oait occur (or 
tK-eiempt plans fi^ ehS^f as WelL IniM^^^^ 
Nation prop<»ed a chiflge ^i^-jmow-wsze wor^«^ naore relative^ 
cuSent law, but no action 5e^ Simuar proposes may be forth- 

cbraing in tne future, howe'* 

J. Shootd Fbdebal CoNtb^ 5b Kjctended Ove*' ^^Slic Employee 

Rjj-n^BMajjt Plans? 

Tbe dsvelopment of reti^^^ent g^teiw f or jput^^i^c ^in^g^ee^^^^ 
ceded the 1935 enacttoent -™^ the SecuntJ-Jict. f he Federal 

civil service sjratem was ef^^^d 1920 from.s0X«al earlier plarB; 
numerous State and local -^^ployees had their pension plafls 
prior to 1935; the military ^^'^eoient system of though esta^ 

fished ^ter World War %ierew ^ older^^te^g of nulitary 
pensions. When social secuA^^^fis established, F|«|t5l wdrkeis were 
not covered (although soci^_^ecutity credits wef^.^ater extended for 
Military service) ; State/loc9;^eoyei^entscoifld o^^ i0|. socitd secunty- 
cbvefSge for their employe^' out coverage was Bj'o.'tt^ndatory as for 
pffvate employees. In fact, ^^datojy co^ef^S® "jH workei? 
may be constitutionaUy pr^'^oiteci because it wpi^g^equu:e State and 
local govemmenta to pay ^ *^ (tltiS employers' ^^'^e of the payroU 
tax) to a federal trust fun^*" . . _ j^i . , -r, - « j 

Two basic issues raise qU'f'^ions about the need further Federal 
ffiter^ention in provision of f^'^ttenient^ protection 
First, there are questions o^i^Ui^y raised by the eJ^|\?^ce of retirement 
systelnsfor Federid and soi^^Stat^/ioca empye-fl Jtat operate ind^^ 
Mndent^ of social seeuritf ^ut ^hich are fina^i*^ large partly 
the saSe taxpayers wbo affcf^JwiTea to jM the^ security 
taxes. The second issue col^'^'^ the adequacy, ff^es§, and depend- 
ability of public ewlo^ee ^^^tema ind whether t^^V should be regu- 
lated imder ERISA m P""*'^ P*.*lis are. 

The absene|,bf um>fersfj^<*vej^e for gove^^t ^workers r^e^ 

several probleins: One majf^pwblem is the P°,*i|y 
pension1)ehefit& l^ career f"Mie eaiployees. M»K^Mic employees 
san retire at anlarly ag?^,^^ then, tBrougb Jg^itmnent in ^ t 
private seotbr, acGuirl co<f^ Under social se<ig%. Such coyerage 
^es & tetificiaty bigfe f ^^ seSuritv ^eaefi' fwt'o t^^^ ^y^^^^^ 
weighting of small ambun^ °f ear^jn^^ P^?^ ? P«^'°" 
usuilly ^aspd on the 1^* ^ ^^^^^tigh^t eg^. Smce move- 
ment between the pri'«'a^^d Dublic gectora fab^Jy^cqmrnon, a 
substantial fraction of forf «f pu^c employees ^(|fout 40 Percen^ o? 
U.S. civil ser^ce retirees} ^ot covered ^-Sbci^'^secunty m the^ 
primary careers qualify a public pensioP^I social secupty 

^rtS. Tfe poteS fofci*^^^^^^ 9el^« *^bre contro- 

veSal ^ thefictthatj in ^^slF'^f.o^Federd^civll ««|Vant« 45 percent 
of dvil ^rvice retirement f>^^tuaUy paid^for by tb^ &eueral taxpave^, 

empl^er^mplbyee cbiitril^t£°^ P^iJ^'J^e ;,P®'■^^"^ - in 
necesSiy funds. (Most of rej^ainingrfundB Hicome from m- 

vestmeiit bf the trust fond «8eta.) 
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Congress has taken one step to correct this inequity. In 1977, a 
Sociul SecuHty : A<;t um i>rQvide(i that a person receiyihg 

a spouse's benefit under social security would have that benefit 
reduced if a puHiA:Pi^P^oy®^^ PensioB were also rec^ 1^:1979, 
President Garter proposed that an offset, limited in amount according 
to benefit ambUiit^ be applied against social security benefit payments 
for all ciual beneficiSries of social security ahcl civil service retirement. 

Another problem with lack of universal coverage is that gaps in 
retirement protection have resulted. For example^ aUhb retired 
U.S. w;orkers receive automatic cost-of-living adjustments to their 
p*ensi(HV amounts, most State and ibcal retirees cJo^i^^^ 
inflation adjustments. Thus, in the. jurisdictions that do not have 
so eiaV security coverage, protection of retirees against ihfiatioh is dfteii 
jacking. ^ . . . 

_ Another ^ap in coverage occurs with respect itd disability and sur- 
vivors' coverage. A person switching between public and private 
empldytnent may lose disa^bility or sUi^ivors* coverage for a period 
of several years, even if the worker already has earned retirement 
protection uh^le^ social security. This- gap for disability coverage 
results from a rule that 20 of the last 40 quarters df work must have 
been in social Security covered empioyment to receive these auxiliaiy 
eh t i tlemeh ts . Pu bl i c employee j^ahs of te n h aye sim H ar : r ules^ ^Ti^^s ^ 
a job switcher may wind up with disability or survivoi^^ courage 
under neither system^ while a person private jobs 

would at least retain full coverage under social security. ^ 

A study of universal cbyer^ completed by aii 

HEW task force under a congressional mandate. 



2. SHOULD FEDERALJIEQULATION BE EXTENDED TO PUBLIC EMPLOYEE 

PLANS? 

Two Fe deral 1 aws h aye a sighifican t i mpac ton p_r i y a te : pensi ons. 
The first is the Intemul Revenue Code, which exempts from taxation 
cohtributiohs to pension plans and e 9P Pf^nsipri jplari ass^^^^ 

A plan must qualify for the exemption by meeting a test of non- 
(Userjminutio^ with: respect to em variations 
in benefits by wage lev6l, and the contributions made on behalf of, 
ami/bf required of ^ different employees. Differentials ^m diig employees 
are permitteti by IRS, but the allowable differentials are limited and 
are f elated the weighting bf benefits by social security iii favor of 
workers with low covered earnings. Thus, these tax co de provisions 
encoura^?:e the establishment of private pension plans but affect the 
manner in^hich plans tiefihe coverage and structure benefits and/br 
contributions, -i ^ 

The seEbnd Federal law sij^ifoaritljir uffectjne: priyate nierisibris is 
ERiSA. Enacted in 1974 to improve the reliability and adequacy of 
the priyate pension system, this act applies Federal standards to plans 
with respect to vesting rules, funding standards, financial reporting 
and disclosure, j)brt folio management and other aspects of ^ plans^ 
• incliul ilhg a system of insurance prbtectiorii /or X)articipants: in ter- 
minated plans. While these rules may be improving pension protection 
for workere uncler existin^planSj the greater costs impbsecl by ERISA's 
requirements raay prorajit termination of marginal ])lans and dis- 
courage form a ti on bf new plans. 
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^ Scf toif T^^^iF®®^^ contributions and earnings not 
SilinptroPaf^U^T^^^^^ 

fe^uld^.^m,e:t that test sSSb'^s^rtlSte 
governments could not Jbe taxed nfa^^bS 
Stet^^nfr 'v^^ ""^'^ attributed to the pSonaf ScoSe of 
5H«^>f^* -T^ empioyees and taxed accordingly. -CoSss hL^^^^^ 
Wh^fi 'f RtIT ^ ^'°^^i*T actio? 

apply a SouireSenf^fe f^lT "V^^* pvticularly difficult to 

ffi^^ "''^ full advance fundmg of future liabilitinq 

K. Should T«E SocME lNSURAi*cE Appboach to dtn Age 
Income Secubitt Be Revised? 

I^^WK spent than:n^^ housing aSd^ederal^^^H«l • 

Stale wel&e payments to film ilies were mu^f more liSd^ -^fef,*^ 

Lcome^ Se'^a^d "tS^^.- *° rea^'maJriow- 

Hf^^H«^ ^'war on pqveriy" focus of that decade led' to a nro- 
^1?tSrf'^f'^^°' needs-t^ted benefits that causglr^newS 
qyestipmng of tfie -socuil welfare tilt that the social securitv sVlteS 

*^ ^ ^^^^ to the concern that overlaps betwe^fe 
welfare prograffis and welfare-re^ features of socisnStvfhnf^l 

^ fo^ sIfcteH nf^f^""" f'^?^^ UrotectioB throughout so3ety 
1 g™"Ps- Also, a reduction in tdta Federal benefit coste 

wouldjeave more funds available to individuals and bu?iS£es fo^ 

■ 4ij ^ ■ 
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pnvate i^tiatires, inclading expansion of private savinp, pension 
cbverage,^r incwased _ _ _z_ 

To make socicd securitjr more purely ^ated to wage replaceme^^ 
raises numerous issues, whicb are aiscu^d below iii xelation to options 
for: (1) More needs-tested aid to the aged; and (2) less needs-teited 
aid* - ^ 

1. SHOULD OKBATXR RBttSNCB ON NBibS-TBSTBD BiNJBFltS FOB THB 

Aoab RapLAca part of social ssctjrittT 



Reolacmg with needs-tested benefits the aspects bfjapcial securii^ 
Snem& thjt deviate^from the systemVorigmal pugjc^ (i.e .^ro-- 
vision of individual retirement annuiti^) wbuld^ raise a nuin 
problems with respect to both the retirement and welfare systems, 

such as: - zz i: : ii: _ _i ^ z 

—A Jbcial security benefit ioHnula more closely related to past 
earnings could result in IbvCr wageire^ 

with histories of low eammgs, maiiy of whom have low total 
incbm^ as weU^^uet a i^fefit fbrajfla would also modify tile 
basic factor upon whick privat^ pension plans have based their 
cbbrdinatibn jwith social jseeuri^^ J^^-W8^e 
workers wiU have high replacement xat^ independent of private 
pensiwi zbene&^ resulting in a , need to reatructure 

private pension plans. ^: : i :z:_ l : : 

^^^Individu^j iummti^ f^^ without regard to f miuy status 

coidd have ddeterious effecte on the fmancial weU-^^ 
income^ faniilies where one spouse his had little work experience, 
unless substantial benefits were credited to hbmeinakers fbr their 
uiymd sei^ces^ ; 
— A^lrimming of certain welfare aspectS5)f the social secUnty sys^^^ 
(e.g., in disabUity benefits, students^ benefits, other survivbre' 
benefits) wbuld adyei^y iinp^^ 

would fail to qualify for welfare benefits given the inequities and 
gaps in existing F^er^l, State,iahd Ibcal welfare programs. - 

— Greater reliance on SSI for old age income support would in- 
crepe^an aged_person-s financial disincentives to work for those 
who were newly eligible for SSI ; and : _ _ : 

' —Retii^i^ spbusesi widows an^ widowers younger than age ft6 
would not be e%ible'fpp SSI under present rules.^ ^ 

Other issues riusetfl^^ea^r reliance on welfare aid for income 
assistance to the a^ed, even with imprbyements i^S^^ 

— The philosophical issue of- the value to individuals of perceived 
earned righte under sbcial security versus the social stigma of 
scceptmg welfare. _ - - , . *^ 

— ^Tlie past e^^erie^^^^ rates for eligible aged 

individuals in welfare programs ; and : i: 

—T^e problem of Jveii mote recipients having to cope with the 
redtape of multiple Federi and State weUare programsi w^ 
eould be simplified only by sweepi^g reforms that ConMess has 
so far refused to enact despite recent welfare refbrm efforts b^ 
the Carter administration. : ^ 

Also^ improvements in welfare aid for the a^ 
under SSI as vpsrt of a reorientation of social security away frbm 
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wdf«9 gofi^^ jjie preferred treatment already 

ajjcordeq iboee groaps compared^ to other cati^ries of needy indi- 
Tiaaaas and fsmilies. 



1. BHOUI^ S BTB^M OF tmXYBBBAL^ GBANtS POR THl^AGBD BB AbbPTBD? 

z - ^« jlpproadi^at some advocate would peimit both a reorientation 
of social sectirity toward retirement and a reduced need^ aid 
^fawsJi:^®^i*blis^ equal ^rante for each individual ov^r a 
i^rtam B^e widiout r^ard to past earnings or current need. 1^^ 

^ grants would set a basic income floor without 
ti^ stigma of wdfare^ needs t^ts and would pennit Federal, income 
fiasurance for the^i^ed independent of the design and financing of 
social secimty b^efits. _ 
The primary disadvantages of a per^capita old age grant are^--^ 
— ^As with social^cmity,^ these grmits would be an expensive way 
to maintsin a noor under income since th^ would go lb people 
afc wl incpme levels, although: making the grants taxable and 
restructuring social security to take the grants into account could 

g^Uy i^uce the net cost. . 
iven tile wide disparitiea in^ welfare benefit levels^^^ it is unlikely 
t^e iCTunts would prerinit elimination of the various 
some: system of Statb supplements^ perhaps 
^^ ■Federal addj _wo^^ 
—Social security beneficia^c^ too young to receive a per capita 
grant coidd^xpm i restructured 

system, given the inadequacy of welfare benefits and coverage 
dready (BscUssed above. 

L. How SHOULD^rajbR Chanqbs IN RbSmmbot Policibs and 
Bbnbfzt Systems Bb iMPiiBMBNTBD? 

jWhile trimsition in public policies is never simple or painless^ change 
relating ^tb^jpoliw^^ ^ect the econoini^ well-being of people m 

old ^t^e h pialiicularly complex, arid how be^t to make major transi- 
tions is ^^ue in its^^ 

The enormity of a po|icy change that impacts the financial affairs 
of Inil^dns of indiyiducJb in the case of retire- 

ment arid perisiori: policy hy the. fact that the financing of one's 
Js^.a lir«long cpnce that every eriiployer, 

whether public or private, and every union has a: stake in retirement 
poUci^ snd pension systems means that chwi^iri wblic riblicyhas 
' ?^aifieati<uis Sr.bw the relatiorishrp between the federal Gov- 
ernment and indiviaual beneficiaries. Tnu^ in setting an agen 
Eplicy-chan^ it distiriguish clearly those matteiB that 

must be^hancned quickly and how4iney can be dealt with efective^a 
rccM^mzin^fd^ issues^ although riot necessarily demanding 

short^run solutions, ai^ often resolved more painlessly if tackled years 
in wlvanc« of the 

Aside from the political, ^econonnc, budgetary or social urgencies 
that determine short^nm priorities, a number of other iriatters should 
be cbri£udered in changing policy : 

— ^How mil different individuals be affected financially over their 
lifetiriies? 
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plannine usually occurs, or should occur, without disruption by 

poU^ ^an^g? zi^:^:: : ^ _ 

— Given that' most major policy changes must differentiate among 

affected individuals byj ^ ^grandfathering'' jcerta^ under old 

laws, giving people choices betw«§ivQl^,jkila new law^, or providing 

special transition ^provisions for ceftam people, what legal issues 

arise from such differentia tibn? 
\ — How quickly can chfmges in^the social security system be imple- 
\ mehted from aniatlminist ^ i^j j: _ 

*^How quickly can public and private employee plans be revised? 
^How will individimli behavior in work and saving be modified in 

adjusting to changes in policy? 
—How win employers' pension offerings be adjusted under new 

pplicies? 

— How- long will it take rea^^^ the positive achievements that 
are the goal of a policy change? / . 

These considerations suggest tha^^hoosing the right times and 
priorities for political resblutjonjxf'^lic^ issues and the best means, 
of transition may be equally as important as any other aspect of 
dielibefations over aged income and employment policies. 



$ter 2 

THE EGONOMIC iSiPACT^ fpPULA- 
TION : A REVIEW OF SlitNIFieANT FI^DI^^qS 

'Sfc^iig of the U.S.lpojfflatiphjm^^ ^?^.P^^5_Qn^^ 
that is^U mown Mid wSSeljf dkcussed. ^Presented bep^^j^ i^view of 

literature oh the ecpnbmic eflfecte of that societd fl^^^ 
Tixe view one gsins froi^^diis review is uneven in its ^ Some 
ecbhoiiiic aspects pf i^i^^.^t Jh© JnMcif^^ 
social security ^tem) havd been throughly analyzedj^ /'*ier topics 
have been studied but witlk inconclusive i^ults^e.g^'j^^tiremetit 
behavior and future labor supply of the elderiy) , and 6^11^^^ subj ec ts 
have seen little research (e-g.^lJie overall public finariceY^pUcations 

^^^apter ^dresse^ 
and presents s^Doflcant findings orgaiiizeja axMHoS^ye tomes-: 
Employment :-j[2) incdme, consumption raid ^®f*v5\' (3) nseal 
impact^' t4) pension plans and finajaciftt fQflrket&; :Snd i^gi^tidja 
anOiP^gional develbpm The distinction is thus drawp^"^t\veen the 
economic impatts of the aging of individuab versus the ^Jiig'- pf * 
pbpulatidii tnrough^ shift in ite distribution by ]^^*n^ jconcern 
ourselves with the latter situa4i9n. T3iu9» f^^^^ 

djscuss the economic mipact on an individual of his_or ^ 7 transition 
from worker to reiireeztSt jns^^^^^ 

m increasing proportion of individuals raoving from wbri^ to retired 

status. ^ 1 „^ ^ _ _ ^ t;^Aw_^^ T»- < 

Tie i^ing of a popidation can be measured in yariot^ Y^yarXl) Jr? ^ 
anzincrease in ithejnedian ag^^ (2) by an increase m^y*^ absolute 
number of elderiy individuals ; or m an increase iii ^^^i^portiOT 
of ^ed^ to the total population: Kegardless of the Ant^^^^ix utilized, 
the^;S, population will age over the coming decades xH^ t^e early 
part^ of the next century. : -^at^ ; { 

la 1976, the median age in the United States was 2» y^'^'^v however, 
by the year 2020, the median i^e is projected to be 37jj As tedijle 1 
demonstrates^ the absolute numbers of elderiy pereons^i^.^e so that 
by the yea: 2030, there wfll be 55 million elderiy, dpuW^^e num^^ ^ 
in 1977.'* The propbrtion of elderijr in the total popula^i"^ will aJso 
increase steadSfy, reaching a peak of 181.3 percent in tn^ year 2030* 



n proJectlon^uoted. BpHm 1 places thc^nwdtaa age «raLJ^amI wrtes ill « 4i.'. i" „ ^-nincea are 

^™Thban l^titwl with a^^jitW^ot^rtSrity^neilha^^ 

W^Stady ftUye> The_proJecUon of these cohorts reUw mainly UMn^wumpa^^ |j.^prtallty^ rates 
andf net iSSSon ^it«.* hie tiw^ctora are less TdlatUe than the third factor whic nnuences demo- 
impHic ectimates, Tls» fntore fertility rates. 

(44) 
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_To underetand the economic impacl^ of this populatibn al^iiigj it is 
ysefu^l to exwmne ^ei<iynaimc determihaiits of the agin^ process. A 
population which i^es Because of i^e*relsted changes in iiiortali^ 
rat^//fpr ex^ population which 

ages a^ a result of dechning fertifify rat€S^ Jtnd the resultant popula- 
5^?iP<>^iti<>ns would in turn j exert diffierent^ ecohbmic impac is. 
Therefore, the next section discuses the components ^f poputEtion 
change and their relative contribution to the projected. aging of the 
U.S. population. 

The DbtermIkakts of Aqb Stbttctttrb 6^koe 

The age composition jof^any given population^ determined by 
niorl^tjr rates^ net immigraU^ ana fertility rates. The signifi- 

cance of each of these factors in the projected iqjing of the population 
is discussed below. _ __ ; 

MOMXLITY » 

' /^^i^® i*iortftU^ rafe^^^^ played a major role id the de termi- 

nation of population growth during the 19th and early 2bth centuries, 
its 4t>lfttive mfluence has diininished since: then. At the start of the 
20tli century^ 35 percent of white and 68 percent of nonwhite female 
infants died before attaining age 45. By tne mid-20th century ^ how- 
ever^ mortaUty rate^^^ had undeigbne a. ^ishificaht decline^ In 1900, 
deatl^ratw per 1,000 popuiation were, 17 for whites and 25 for non- 
vrhitw. By 1060,1 cp^ 9.5 for whites and lO.rfor 

nonwhites (T«eiAer, 1972); Advances in sanitation and medical tech-- 
ftiS^es, aTwell &-m^^ income have all 

contributed to declining mortality rates, so thatijy 1976, theJcrude 
death rate was 8.9^j^ histoiy.* Death 

rates for the middle ^and older ^e groups declined significantly in the 
1973-76^eriod^ue largely to a reduction in deaths from cardiovas- 
cular diseoises.* By 1977, life expectancy at birth had increased to 69.1 
f or males and 77 for femalei^* Based bii recent research on future 

*- U.S. Biimi^or t»«> Constuj Current Papulation ReporU. awiM P-^ ^^ci TOO, "Estlnuitea of th« Popu- 
Ist^n or the Unlt^ BUt«a and Cbmponflnta of Ohariso: lolo to mi," tr.B. GPO, WaaliingtoH, D.G., 1077, 

'< KaUc nai Coitertor Hi«lth BUtlatlct, Monthly Vital Btaditla Report, vol. 24, Sc. 18, Tiihe 1970, tablcn 

B and 9. ________ ___________ 

• Burmu of the Ceria«^ Population Repoita^^aerlMi P-a, N6.7W. "Pr^ecfloiurMhe Pdpulatluii 

of the UnltaaBut«a: lQ77to20flO," tT.8. OPO, Washington, D.O., I»77, p. I. 
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trends mortaiity,^ average life expectancv at birth is estirtiated to ; 
1^1 71.^ years for males^and 81 years for lemaJes in the year 2020, 
However, further reduclions in mortality rates ai*e expected to be 
qiii^ small, aiid therefore mortality wall exert relatively little influence 
over projected changes in the demographic composition of the popu- 
lation.* Estimates cited by Jacob Si^et, for example, indicate that 
complete elimination of cancer mortality would only add 2.5 years to 
life expectancy at birth (Siegel, 1978). 

layaiGRATioN 

z: Net immigration hBi3 historically been a major contributor to U S; 
popalation growth . Recently, however, legal immigration has been 
stnetlyiCbBtroUed and has Httle impact on demographic structure 
(Taeuber, 1972). While net civilian: immigration rates have remained 
telativet^ stable since 1950, larger percentages o;.f the net change in 
popalation have been attributable to hew immigration as a result of 
fcilfihg birth rates. Net civilian immigration was estimated to be 
327,000 in 197^, or; L5 per 1,0015 population.* Such estimate^^ not 
include temporary- workers, foreign *^students» exchange aliens^ and 
illegal residents (Keely, 1972), l^he- Imrnigratio^^ 
Service apprehended over 800,000 illegal aliens in 1976, almost two 
and one-half tinies the number of Jf^E^^ entrap 

total number of illegal immigrants pi*esent in the country vaiy widely,, 
with some setting the number at two 'to four ^^^^ 
apprehensions: Lack of reliable data regarding the total number and 
demographic characteristics^j^f the illeg alien population predu 
specufation as to how this group affects the current or future demo- 
gr^hie cbmpbsitibh of the total population. Population projections 
pubiisheS by the Sensds Bureau generally set net ithmigr^tipn^ at 
i^OOjDOJ) per year, reflecting the. dbservea trends in legal immigration 
over the last 5 years:^^ However^ the degree of accuracy of this estimate 
ahd the true impact of immigration upon the demographic compo- 
sition of the popuUtioh remain unclear. 

, . FERTILITY 

. Mxistof the fluctuation in post-World War 11 population growth 
can be explaihediby fluctuating birth rate^. The total fertility rate in 
1957 was 3^760; by 1976, it/iiad decreased to 1,760." I t is this decline 
ihiithe birth rate Qbupled^^ w^ high fertility rates of the past 

which will result in increased pro portiohs oj elderly Rersphs ih the 
gbpulatibn. The "baby boom" population bprn after World War il 
will attain age '65 m the early part of th^ next eentuiy.L the high 
fertility fate of 1957 which resulted in large numbers of young ^de- 
pendents will translate into large numbers of old dependents in the 

Sbclil 8pc4iHty AdmlriljitiatJori;^ OIBm^ Statoa Population Projections for 

OASDHI Cost Kstlmatoa," actuarial study No. 76. Jun« 1077. - --- „ , i i 

. LFor a fllMuaslbtvbf^udlea wJi^ 8<"« Httrold HhcpiNird and 

Sar?k Rlx, "The flraylntrof Worklng Amorlcfr.-' N<vw York, Froo Vtvss, 1077. 

^Curretit^pdpuJatfon RftP*rtft, P--2a, No^ , ^ , , . - - , , , . - , -u- - * 

K^/'ly ttrK^.PS^har notrond Isdlscernlblo. Hp Stat pa that lusiifflclont tirno has eiapflpd slnco rocont cnariKCS 
to linmiffrnUon Jawsi fcx a inio pattprn . , /u i n, .i t, ♦ 

» Tho total fprtlllty rate Is th« niimbnr cf hlrtiia that 4,000 »omen-would Iiave In -thiar JIfRlliu^^ IL.at 
each yeaiLgf chlldBwulhfc ftR**, thoy pxpcripnced tho birth ratos occilrrlnK In the arx^clflpd calnndar year * 
Current Population IlBporta, P-25, IsJo. 700, p. 1. 
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ye§r 2022., Should low fertOity rates prevail over the x;oming decades,*^ 
the proportion of the elderly could reach 22 percent of the total popular 
tibn by the year 2030." 

f : The ecoiiomiciin|)acts which wiU be eroeriei^^ of these 

demographic shifts depend upon more than the absolute or relative 
increase ux elderly pera6n8.::Smc<& the elderljjr n<^t a hombgeheolis 
gronpf the nature of the economia impacts^ he determined in part 
by the cb«iacter^tics<>fi^the Sderl^^p^ulation^^ The fonowihg secitibn 
discusses the soctoetdnomic comi>pBitiQzi of the future aged. 

SocioBbONOMic Composition of the EtDBRty Population in the 

21st Century 

: The relativi economic' impacts of the ihcreasipig proportion of 
eklerly jp^fei^ns wlj b€^ sfasged by vaQous diaracteristics ind 
a^e; r^^e^ sex, living. fl^ahgementSi jUid labor force participation 
l^ttems. In generalj^ tjke subgroups of elderly who will be growing 
njost rapidly are precisely those wlibin^h the past have been most 
disadvantaged I the very old, npnwhitei; and. femrfes. ^ 

. THE. VERY OLD :->;>:';.-'^.' 

: Within liie : cpntextj of popula^^ 

trend — the j^ing oT^the elderly population itself. While. Qie eldefly, 
will comprise a greftter prpjK)rtibh of the^tal fu 
very old-— those 8^e 75 or over— wiH Comprises greater proportion 
of the elderly (im^tilitMilarge influx o^ new 65-year-olds begins in 
2006). Table 2 shows this shifting age stmctufe for those age. 65 or 
older. - ^ 1 ^ 

- - TABLE 2.-AeE STWJCTORE OF THE ECDERtY POMlDtTIOH, 19f77-2030 

'AftKpl" AH 65 S 74 ■ AtiT&SW y Ajt 85 plu» 

^ ?ic^ Pir^ 1*^ Pk- : - - f9fr Pwr- 

Popu- cOTt cwt P«Hi* xtft C9ni Pppu- «tnt ctnt P&ou- *Mt -<«m 

mon total pooii^ >litten Jo&l podo^ \S6on Jotil MpQ? Men toM dwih 

(thou- popu- 4ation (thou- popu- Titton (Ihou- posu- -Wloo <tho«- oowt^ 

Mridt) liliDri 65 plus iihat) lifldn 65 plOi UhdiX^ lition 65 plut undt) Ution 65 plut 

1977.. -. 8.853 4.07 37.7 14,577;. 6.72 i/m ' tit ,n.V im fj} -8.7 

aW);::::: 14,386 5.52 : 45.2: U, 436 V 6.68 M.? 10,MQ 4.»:* 13.4 3,756 1,44 11,8 

2010 15 420 5.46 44.2 19 I?6 7.18 56.7 10,845 3. B 31.1 4,575 . 66 IJI 

2020:::::: 16,975 5,84 37.6 j28.!M^ 9.69 6^3 12, i'Hf } S1 !J-f 

2030 23,170 7;^1.- 42.1 31,853 , 10.6 57,9 17,489, IK Hit 5,681 1.89 10.3 

- - ' ^ ' ji- : ■ ; — 

Source: Corrtnt popuUtton rtporti. M5, Ho. 704, tabiM 8 and 1 1» tarlta II prD)odl6ni.', 

As table 2 indic^^tes, the proportion of the population 75, or 
older is projected lb rise from 4.07 percent in 1977 to 7,71 j)ercent by 
2030, and tne proportion of the elderly who are 7^ or older will reach 
45 percent by 2000. The propbrtLon aged 85zbr older will double, from 
less^han 1 percent to idmo8t-2 percent, and 12 percent of the elderly? 
will be age SSior older in :2000. Grea 

among the elderly can be expected to influence the economic iinpacts 

of ppjpulation :YG15^ old are more likely 

are more limited in their mobility, and'generilly have lower ihcbmes. 

" The BufMU of th« bensua ptiblithm thrwi ipH^i of pbpukUon pr<oi*ci\<MMW8^^^^ 
jiiinibei^rJllBtlniff b(rtha per woman or 2.7, aerloa II tflflecta nfcngt blrtha cf 2.1, and wtiM 111 osaumra 1.7 
birtha per woman. — ^ - , 

la Ciuratit Po|mlaUon,R«p6rU, r-25,^Nc. 704, aerlip HI projection, Uble 12. p. 71. 
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in 1976, 1.4 percent of those aged 65 to74 resided in nursing homes j 
compared to 8.1 fjercent of those aged 75 or blder.*^ The older sub' 
groups also experienced longer stays in nursing-homes, 'Those age 
65 to 74 experienced 4,397 nursing home days per 1,000 persons in 
1973-74; those age 75 to 84 spent 21^485 days; and those a^e 85 and 

• over spent $6,364 days in mirsing homes per 1,000 persons (Kovar, 
1977). Approximately 57 percent of the cost of this nursing home, 
care was financed by public programs, with the remainder' privately 

: fiiianced. In fiscal year 1977^ nursing home care for those age 65 and 
Over cast an estimated $10.5 billion, or M46 per capita. The higher 
utilizatibh rates and lopger stays ejxperienced by those age 75 ^and 
above- would translate into an even higher per ciipita cost (Gibson 
and Fisher, 1979) .: In adciitip^ v^ery Qld wlid reside-b^^ 
institutions require relatively more services to help them function' 
in a cbinm unity: setting. This is due partially to the jj)rbbl ems asso- 
ciated with advanced age and partially to the fact that a high per- 
centage of the very bid live jilbne Capprbximat^^^ 35 percent in 1975) . 
The very old are also more likely .to be economically deprived. Ap- 

Erbx ima te ly ^ 17 pe rce n t 6( al 1 pe rsbris a<;e 72 and ab o ve h %d i ncdrri es 
elow the poverty levdl in 1975. The overwhelming majoritv of these 
^^Iderly: f>Gbr received all their money ihcbmo from social security 
benefits or other transfer payments. Thus, the iaging of the elderly 
pbpiilaiioH is a sighificaht trend Svhich will affect the magnitude and 
direction of economic Impacts. 

r 

THE MINORITY ELDERLY 

The racial Cdmposition of the elderly :popiilation will also affect the 
nature of economic irupacts. In 1977,.nbnwhites com 
cent of the total population age 65 or over; by the yeur 2G00. nonwhites 
are projected io comprise :! 1.5 percent of :^the eUferly^^opm 

Ttie nonwhite population is projected to grow in number aboftt 300 
percbnt by 2035 j^aa :^cbmpared These 
' • differing growth rates will cause the proportion of nohwhites in'the 
elderly pbpiilatibn to increase frbni bhe-teiith iii 1978 to one-sixth 
inl035 (Fowies, 1978);' • ! . ' . ,1 

The hohwhite elderly pbpulatibri has been more economically dis- 
advantage^ thiin the elderly population in general. Abbott poirited 
but that in 1972, black elderly units were less- likely than whites to 
have social security benefits, other 4)ublic or private pehsioHitenefitSj 
or income frbrn assets (Abbott, 1977). Thompson also reported that 
black workers were less likely than whites tb have been covered by 
^ a pension dii their longest job. In addition, those blacksL who were 
covered were less likely to receive" benefits :(Thbmi>sbri, 1?79) . The 
1974 median income' for families ieaded by a 66-year-old was $7,519 
fbr whites and $4,909:for blacks.^While biil^:a small pbrce^^^ 
elderly were- dependent upon public assistance payments, a large 
percentage of the black elderly were dependent upon such transfers: 

_ Jt4jr^^ nUrpftu of the Corwua: Cfhstis ol PopulStloh: IWJO. Final Uoport rC(2)-8A, Inrnfltci of Iiifltltii- 

* ji uS.^^iitt*«ii-c)f ih<v CfihBiiir: - Currutit Pnpulntlon Rr parts, acrles P-W, No, lOfl^ "CJiarflctcrlstlcs of th> 
Population rvplow thf Poverty Loveh l!)7S,*'- II, a iWO. WftghiriRton, V.C., 1077, Uiblo Ifi. 
'•Current Populaflon Roports, P-25, No. 704, table 8. 
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Abbott has noted that numj^pu^ iil^^ome status^o^^ 

aged treat the aged as a homogeneons grotm and ignore the compara- 
tively disadvantaged situation of the blacR elderly Unless the rela- 
tive economic position of whites versus nonwhites improves in the 
coming decade, the increa^in^^ J^^^^^ly 
population will significantly nifect the economic impacts of popula- 
tion aging. 

. AGED WOMEN : 



DEPENDENCY RATES ^ 

- Two remaining factdfS which will greatly in^ence the degree of 
economia imp>acts — living arrangements and labor force partic^^^^^ 
tipn — will be discussed withiii the context of dependency ratios. These 
ratios provide a mfeaningful framework within which the impacts of 

« Current Populs^tioo P-S» No: 5^^ p: liand p. 25, No. 704, table 11. 

>• Currespt Population Reporte, P-60, No. 106, p. ?9. ; 

» U)ld. -t^ ' , 



Females^ constitute the final subgroup of the elderly which will be 
expenencing high>ttrowth rates. Wbmeh_^hp>v cohstitu a greater 
prbportibh of the elderly than in the past: In 1.975^ there were only 
69 piilep for every 100 females age 65 and over m th^^^^ 
It is anticipated that this ratio will fall until the year 2000 and then 
begin,to rise again, reaching 68: mtUesfo^^^ f^f*i^^l®s iii the yitar 

2030." Women also hava greater life expectancies than men, so that 
\vhite women who were 60 years bf^^ 

additional 22 years, ^bout 5 years lohger than white men- of the same 
age (Fowlesi 1978)v Th^s^ wbmeijf wijl likdy make up a proportion of 
the^very old poptilation. / , [' : i _ 

Elderly women are more likely tb experience poverty than men: 
Over 18 percent xrfi wo men age 65/and over hadincpmes belbw t^ 
poverty level in 1975, compared wiph 12 percent for elderly men: More 
significantly, women comprised bv^r 69-percentjo_f the aged 
pbpulatibh in 1975 (dVer 72 percent of the poverty population age 72 
and over).** * _ i z : 

Elderiy women arB far more likely to live alone than are elderly 
men and are thus more likcsly tb re<^uire suppb^^^ 
40.3 percent of all women age 65 and over lived alone,^ compared to 
14.9 percent for meh in the same age grbupv The likdihbdd of bei^ 
widowed (and therefore the-fikelihood of livings s^lone) increased with 
ag(^ Thirty-nine percent of all women age 65 to 71 in 1975 were 
wi^wed,: while 65 percent age 72 and above were widowed, : One- 
quSrter of Jhese veiy obi widows had ineome below the poverty level.*" 
In additl^fi, widows constituted over half the hursin^^hbmejpbp^^ 
and th;j^-fburths of altelderly \voraen in such institutions (Fowles, 

1978). ' f ' ^- ----- - 

It is possible that the current and projected high female labor force 

' participatioa rates, future imprbyement«in' 
arid future social security reforms providing more eqfiiiaDle treatment 
of >Vomen will amelibrate the rzelativ^ pbsitibri of the future female 
elderly. However, at S&e present time, it should be noted that an 
increasing prbpOTtibnj^ofJema^^^ will influence 

^he degree of the economic impacts of population agiiig. * 
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SO 

c^*£ ra^lSd^^^^^^" labor force participation mtes 
^l^aditionftUyT tha ^dependent-age" population has been deflnM as 

a^^t^'^^^^P^^^ «^ aritf ov«: The definition i^flSol 
to^idea_that persons in these age groups are ^bt expected to be mem- 
bere of the^Iabor force an the pro= 

5 "^«^*^*^^ f -h^%^lP"'"*'5"- These groups, therefore^ are coiSid- 
^ ,i^^^l °^ :^ P^^y^-m popvAat^^^ With regard to 
S^^^ror ™' burden for their support " rests on later 
^nerations; thus the dependency ratioBum elderiy to number 
of jproductive-age _peraons) is of prime importance. P*or example. 
f«^rK™^°""^°^P®'^'i'" P''''^^™^' f}:^ '^ social security, must respond 

t^«y to •■etain their cunrent 

structure and future solvency. 

'■^^^^ ^ be examined is the 

fanuhal dependency ratio; This measure is a type of "fertilitv rate in 
i^^^f ■ ""h parerv^ to children'^her lhan ScKh S 

6 -S^hf ?^ ""PP°^* which the elderly can expect 
?f tiieir children.'i^Such ratios refete the number of persons age 
fnf.^l^r ^--^^^""'^^V''^ their children age 45 to 49 to illustrate 
^«^rf^^n ^^"^I'la.lage-tlependenc^ ratios." In 1975, this ratio 

I'fjf 202gi ihe ratio is projected to reach 235 
^ Famihal dependency can ilsb be raflected in living- afrangements 
^ _mteitenerational transfers of income from the ybuhg to the 
elderly. Nonmonetary trsnsf era Of resources within extendi f Emily 
^Sflybyf JatiS^'*'^ principal source of direct assistance to thi . 

.1,*?° f ^?^%<''^^^®P* ^'^ teen declining in popularity over 

thejastr few decades, fncreasmg numbers of elderly individuals have 
been mamtaimng their own;^households, living alone or with nonrela- 
tives._ About_ J5 percent of elderiy ipen and 37 percent of elderlV women 
mamtamed their wn hdusepd?^^^ This trend mty continue 

mto the future 'When the elderly have fewer children to call upon for 
support. _ R(Benheim has suggestediihat government programs have 
replaced famdy_rasponsibilj ties, altering tlie patterns bf femily rela- / 
tionships^ (Rosenhemi, 1965). Shbuld su<ih trends peraist, the relative / 
_burden of providing assistance .to the elderly would increasihely ^ 
slo^t from the family to the society in general 

_ _ Society's ''burden^' of providing assistance to the elderly is examined 
through the societal dependency ratib. Societal dependency is of 
greater import^^pr the older nonworking group than for the younger 
dej)^deiit gr<%Jor three reasons <Clarl arid Spengler). FiSt, 
much of the exy«iltures gri young dependents takes the form of 
human cap ital-huilding (e;g;, schooUng, tiainirig) which improves 

^ g^^Bt Pbpnlatlbn Reports, P^a, No. : 

P.4W.''* "Income Adiquacy and the Elderly: Priority Research Issues," Ha?: 31, 1977, 

n Cumnt J>QpuStlon Jlepbits,^^ 

^TlfiMdTwfn ti'iit^i^slilfe his statement: "My 

*h2.^ai ~ oe toKO^Shaperbecause we were ezp oslve. We had four children- we lost one but we listr* 

"f ^^ . ^^^^ wop'^ be as many children " Quoted In R J 

^la, N?: ;^^gi^merlca~Who Will sBoulder the -Growing B^denT^N&da^oui^ l^t 
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their future prorfuctivity and usefulness to society. However, ox^ 
pehd^i tures: for elderly dependents lo^goly ^u Ifill a miUnteUiUlce-type 
function and are not recouped later by society in the form of increased 
human capital. Therefore, Clark and Spengler afguo thata reallocation 
of resources toward older dependents may lower the future rate of 
^ ^dhomic growth (Hdgan, 1974). Second^ ii significant chanpe in the 
relative spending oh younger veraus older depohdohts w^^ 
a shift in expenaitures by levijl of government, since expenditures for 
youths are primarily undertaken by families and State arid local 
governments while expenditures for the elderly are undertaken 
primarily at the Fed orid level. Thir^^ 

gisvenunent expenditures for older dependents are three times larger 
than those for youths. Thus^ the^^^^^^^^ 

population is of crucial importance in determining the economic 
impact of aj^rpwng propor^^^ 

The dependency ratio is by definition based upon labor force partici- 
patibnzsirice it is designed to measure ^he ratio of nonworkere^ to 
workers. The ratio will differ, therefore, based upon both the relative 
size of the elderly arid wdfkirig-age populations and the work patterns 
of those groups— the ages at which persons enter the labor force and 
withdraw from it. - - _ * . 

Since World War II, the age of ohtiy into the la 
while the ago of exit has fallen. The overall rate of labor force partici- 
pation has remained relatively stablej however be 
male participation has been offset by female participation (Spengler, 

1978). : - z-L i_i : :: ^ ' 

Only one-fifth of the men ^ and one-twelfth of the women above age 
65 were in the IfLbor f p rce in any given rii on t h of 1975 . M dreovor , 
42 percent of men and 52 nercent of women in the labor force yoluri- 
tarilv \vwked part t^ with this trerid df withdrawal from 

the labor force after age 65 are the trendsi toward early retirement 
and increased years df schddlirig (Bixby,*1976 and Kreps and Glark, 
1975). : • . : * 

Rejda arid Shepler state that a future retirement age of 60 is a more 
reasonable assumption than 65 and that age 20 should be used as the 
labor fdrce eritiy pdirit to reflect a greater mcidence of college atten- 
dance. Based on these assumptions, they^ estimate of 
thdse Sge BO^nd dv^r tathe population ages 20 to 59 will be .420 in the 
year 2050 (ftejda and Shepler,_1973), ^ - i:^:::: 

A Cdmparision of dependency ratios reflecting different labor force 
entry and exit ages is presentedjn table 3^ The first me 
an entry tige of is and retirement age of 65 ; the second assumes^ ah 
entry at age :20{and wiUidrawal at age 60. The third. measUre^ assumes 
retirement st age 65 and incorporates labor force participatibn ratfBs 
that difl[er by sex. Me^ assuriied to work- frdrii^ a 64 while 

women enter the labor force after the peak child-bearing age tijnd with- 
draw^&rUer at a^e 60. The impact df labor force participatgn is clearfy 
illustrated in this table. With a working population ajl^ l^ 
it ia prdjected that there will be 29 nonworkers for every 100 workers 
in the year 2030. Delayed entiy for both sexes Md et^rly^^^^^^^ 
fdr females increases this ratio to 39 retirees for every 1 Op workers. 
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nUtE J^ROJECTb DEPENDENCY RATIOS UNDER DIFFERENT UBOR FbRCrPARtjCjPAtjON ASSilMPtiONS, 



(popiilatk>nlilD64) 


(Ropurtflon 6Qj^ 
(popiMatkNi 20 


I0»)+ 
19 59) 


(Pbpulitioii^ pluO-i- 
<inal«LZQt9_64ind 
taiMlM35to59) 




Si!::::::l:::^!:::::::::::,:: ::::: ' g 




:S 

.32 
.40 
.44 


0.2S 

.2i 

.27 

:§ 

;33 

.39 
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Delayed entry and early retirement at age 60 ihcteases the ratio 
even fuHher to a pfojeGted 44 ndii workers for every 100 woitera in 
the year 2030. The trend toward early retirement, or decreased Jal^r 
force J)articipatron of the- dderly, will . obviously exert a significant 
influence over the economic impacts of population aging. - ' 

I. THE IMPACT OF POPUKATIOf^ AGING ON EMPLOYMENT 
A. Size and Composition of the Labor Force 



_ S li PHOJECnONS 

As indicMed in^the precedm^ F^^^^^^^' ? 
most significant impact of an agiiig population is its effects oa. the 
size ahdiiibmpositipi^^ of the labor force. While several studies have 
presented labia- force projections to the year:199(F^e_e Flaim and 
FaUerton tl978), Johnston (1973), and Smith (1979)— few have ex- 
tendeditjiese projections into the 2rst centuiy^^ In additrq^^^ 
the 1990 projections have been criticized^ee Rosenblum (i972), 
Sum (1977), Kyscavage (1979), and Taeuber {1976^ 
tions of labor force participation rates were overestimated for males 
and undeiistimated lor f emales. j i ^ n ; - 1 

[Note: See end of this chapter for complete description of references.} 

Jbhnstbh (I976)^rpents two prey e^^^ of the labor force to the 
year 2040 based on the differing fertility rate assumptionsiof icensus 
series B^and E p<g>\iation pfdjectibns and varying labor Jorce par- 
ticipation rates. The first projection assumes a nprm ctf three ch^^ 
per fagdl^iiahd total labor force rates of 7^.6 percent for males and 
47;7; percent for females. The sebbhd^prbiecUpn is^^^^^ 
children per family and total labor force rates of 74.8 percent for 
males and 45.6 percent for fiSmales^ J 'i:: _ • . 

Under the m^t assumption, Jihe total labor force grxjws from 
101^096,000 in 1980 to 25Si312,000^by 2040, an incre^e of 252 per- 
cent over the 60-year period. The rate of growth is steady,^ i^^^ 
increases rangingjfetween 35 and ^ percent for each 20yyfiar period. 
: Under the second asebmptiojibf replacement rate fertility Jevels, the 
labor force increases from 102,81 8,00apersoris in 1980 to 147^724,000^ 
in 2040, an increase of 43.6 percent. Under this seenfljrao^ rate of 
increase rapidly declines. The size of tie labor force.,grows by 23 p^- 
cent in the period 1980 to 2000 and ftiei^ halves its rate of mcriSase 

^ Ew^one (MW^fotar^ tenlffinfaJJii tH«:l990jrQrkii«H«e popolfttt^m had ^nrndj l^^m hy 
'mffletore projections of the labor force to 1990 are baaed upon owplrted^nd^enca^batt^ble) Her- 
tiilty tSSb. FS^koooa znoeh beyond 1990 neoe^tate development criertmty rata pn^ectloxuy 

^ ' ' — 
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to l-^perooat from 2600 to 2020. ^achD^ 141,138^000. eSer tjSe 
:8uc<»c«ung: SMvm agiun^to3i«0_pei^ 

replacement level fertility rates continue into the next century, the 
la^r fo^.'^^iltg^w at |t c^ growing in 

sise by le^' t&cm 56 jpercent ov^^ 

The ^e^mjKMsitio^^ the labor ^drce also varies Under these two 
acenmos. Under seriee^ B, 14.3 percent of the total labor force would 
\be ^e 56 mid older in the year 2040, while under series E, 18.7 jjercent 
would : f aU intOL^at^^^^ is more striking during 

the period 2000 to 2020. The high fertility rate projections show 17 per- 
ceiiti>f the incwase jn those a^ed:16 

to 2^b>md- 21 percent attributable to th(^e:^e 55 raid over, while the 
lower ©tUi^ ratepi^ections show less Jhan^^ 
force growth attributable to the younger jgroup. and 72 percent 
attributoble^the^o^^ Bj^rojects that 2.V |^^^^ 

the labor force would be age 65 and over in the ^ear 2040, winie 

^8eri«|^E pix^ecte ^ i n: z. :;zz 

Serow (1975) presents a sUghtly different age disti^bution of the 
inide labor Jorce in the year 2020. Usin^ the census series E projec- 
tions^ be predicts a total mtde labor force of 81,2 miftibh (compared 
to d^hnstdn's 85.5 million)^, with 17.6 percent falling into the 55 to 64 
age bracket (compared to Johnston's 1Q.2 percent). Serbw excludes the 
^ed, examining only those males i^ed 20 to 64. : - : _ - 

: HbweVer^ given the larger proportion elderly in the popula^^^ 
the size and composition of the labor force will oepend heavily upon 
the: labor: force: patterns of: the gyer-65 age :grbup.: Johnston: predicts 
. labor: force rates in thayear 2040 of 14:.6 for males age 65 and over 
an^5J_for_f©maJ^^ rates of 32.2 

percent for elderly males and 10;5 percent for females. 

The proportion aged 55 to 6^ who wero but o 

reached 19.5 percent in 1972; the proportion of men age 65 to 69 
working at some time during a year nas recently declined to le»3 than 
^ half. In recent years, about half the men and two-thirds of the women 
' who have become retired.-worker social security -beneficiaries have 
done so under ewly retiremeht provisions— see Bixby f 1976) and 
Schwab (1974)^ In- addition, indications are that among these early 
retirees relatively :fiw^cbidd^ bciiij^ced to TeturgL to worfc iMbUeyj 
. 1978).^ Thus, the recent ireird hi© been toward reduced labor force 
par^patUmJmo increased withdrawal 

from the labor force for the pre-65 age^bim. 

Deapito these trends^ the prbjectod decuhe in growth of the labor 
force, coupled with high rates of inflation, the uncertainties of pension 
programs and the concomitant increased importance of earnmgs as 
a source of retirement income might r&ult in a revSfsal of this^trend. 
This reversal^ however, would t5i dependent upon the - relative sig- 
nific an ce of sucb factors in: ihe::0 yerall re tiremeh t decision . _ The_ g)l- 
lowing section, therefore, examines the literature on the labor supply 
• of the elderly. __± i_ 

2. RBTIRBMBNT BBHXVIOR 

:z fj^tp^^ wWchjg>pea^^ labor supj)ly of the d 

include health, pension coverage and receipt, firms' retirement policies, 
aggregate economic factors, other socioecdnomic factors at the family 



levdy^d job tiharacieristics, TTiosa wlucb |eem to exerj tbe^greate^^^ 
influence on the ^etu^iment decision based on past studies wf^ealth 
^^_?P*ci8l^e^ exi^ts*^ to the 

relative sijgiiificaiice of the jotber contribri^ ^ • ' : 

Barfield and Morgan (1970)fjitilizing^a national a survey 
of United Auto Workers covered by an early retirement plan, found 
that subjective evaluation of bealtb, expected retirement income and 
^titudes toward job and retirement were the most influential fatJtors 
in decisions to retire prior to age 66, Barfield (1970), usmg -a reinrer- , 
view survey of the retired auto workers^ found retirement 'income to 
be die most-important facto^ in the retirement decision, with all other 
factors playing a secondly role. .1 : . _ 

Fames and Nestel (l§T5) analyzed Mrly retirement among mjtles: 
f!fi»6^ ?Q to H Sd stated tidat^ early retirees cbuldj be djchotgmized into 
those for whom eariy retirement is truly voliintary' and those who are 
forced but of tb^^^ analyBis excluded 

data' on expected social security or pension benefits^ _ _ : 
' Boskm (1Q77), u^^^^ ^ Ibngjtudinat sample males, found 

that social security benefits and the social security earnings test 
exert the most sipaiflcant infl^uence over early retirement decisions^ 
With net earnings also playing a significant role. He also found that 
health status doe^ not mfluence ^jh^e' decision. In iact, ill health was 
found toihaye a positive,^ althoi^gh insigiuficantj,' eflTect upon the etoly 
retirement decision. However, Boskin adraite that his measurement' 
of health statui^ does not: prgyide a: precise e^timato Bpskiniaiid 
Surd (1977), usliag Retirement fiistoiy Survey data, found that social 
s§cmT^ benefits and assets exert a si^ificant ii^^ npon Jabbr 
force withdrawal. They also conclude that workers who state that they 
have health liirritatibns are more likely to retire than those who do not. 

Quinn (1977, 1978a, 1 978b) ^ in a 1977 analy^s of data fnmi the 
first year of the Retirement History Survey;, f bund that eligibility 
• for social security, pension benefits^ asset income and health limita- 
tions all contributed significantly to the retirement-decision, with 
Umitlng heyth conditions the most sigmfi cant fa^^^^ 
of private pension benefits and poor health was significant in^ explaining 
decreases m labor ftree participation.: I^abbr mart conditions and 
Job characteristics were not found to- be significant factors in the 
retirement decision^ In: a later studyiusin^ Uie aime 
found that holding health, ^status and pension^hgibility constant, 
i pb ^ chp*£U3terist ic^ had ^a^ significant im the early retirement 

decision. Job characteristics were also significantj ev4m^ those cases 
where ill health or pension benefits were ttie deciding factsais. Jacobson 
(1972a^ 197?_b5 also reported that fiiinbng those mth jb^^ 
physicaLactivit^, woi^ers were more likeiy to retire when they became 

eligible:ft>r peiisioir b^^ : 11: l_ j 

_ Bowen and Finnegan (1S69) have staj^d 'tliat_ the^ decline in self- 
iSpJ^pent G<xg)ati5Mis hMi^on^^^ 

participation rates, since the retirement process for the self-employed 
1s^§ipi^<>f??P _^^?^^il o to 6^ are two 

and one-iaH times more Jikelv to woric part time than are wage and 
stdary wbrkera^ Thus, the" decline in emplo 

nu-al occupations where sel^^ is more predominant has 

been^ contributing factor to overall declining participati^ rates 
(McKain^ 1955 and' Gallaway, 1971). 
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:_ With regard to tfie impact of wn£;e rates oil the retirement decision^ 
Bbskiii (1977) finds a positive^ r^ hetween wages and the 

decision to remain in the labor force; and Burkhauser (1976) has 
found that the probability of accepting a pension benefit declines 
as wages increase, Anderson^ Clark, and Johnson (1978) have examined 
retirement in dual career faraili^ an^ found that the labor force 
participatidn of both the husband and wife are positively related to 
the wife's wage. : : / ^ . _ 

-_ Yrom^ - 1197 1), Sander LUW5)i jBpsfcin^il^^ Gallaway (1 965) , 
and Pellechio (1978) have inves^ated the effects of the social security 
P^HUSgs tes^ oh lat^^ l^pply. /^oinan fou the_ 1965 increase 

in the earnings ceiling rjosulted in a slight increase in the proportion 
of 80 cial se cu ri ty beheficaries with covered earnings . Sander found 
that there was no discernible labor supply effect resulting from the 
1960 change in the earnings tax from 100 to 50 percent. Gallaway 
states that the earnings test should not impact upon labor force 
participation rates, since workers shoukl respond by decreasing 
hours of work rath than withdrawing from the labor fotce altogether. 
This may account for the increase in part-time work among employed 
Sai^i: which jias risen irpm 20 percent in_1957: to 4^^ 1974 
(Gampbell and GampbeU^ 1976). Pellechio examined a sample of' 
men who wOTked at so^ time during the year 

tion of the earnings test would increase hours of labor supplied. The 
major imjpiBtus was found to be the earnings g?cemptibn rather than the 
taxrate.^ ■ , ^ * 

A factor which may. influence labor force withdrawal of the elderly 
is the existence of a mandatory retirement provision. Reno (1976) 
stated that 36 percent of all moles in the survey of newly ^ entitled 
bei\eficiarie«^^ compulsoiy: retirement pro vision on 

their last job: Bowen and Finnegan estimated that manaatoiy retire- 
S^nfc causes a decrease of five points in the labor force 

participation rate of males age 65 and over. _i 
^: The jmssage pf amendfnents_ta the lAge Piscriminati ohj in Employ^ 
ment Act raised the mandatory retirement age from 65 to 70. Marc 
Rdseiibl urn has stated that the eflTec t of this change will be ^ i hcrease 
theJabor force bv about 260,000 older workers per year. James Schulz 
(1974) estimatetl that approximately 7-per<;ent of all workers retired 
in 1970 at age 65 were unwilling to retire but compelled to do so by 
compulsory- retirement provisions. Using Schulz* estimate, the De- 
partment of iLabor that appmxim 80,000 to 130,000 
additional malea age 65 to 69 would nave been m the labor force in 
1975 if the rnandatbiy retii^ementr ag 

(Rones, 1978);^^ It is possible that, the population ages, greater 
nunibers of older workers wllaya^^ bi its pro visions and 

continue in the labor force past age 65. _ - 

While tha literatifire concerning the labor silpply of the elderly has 
hot resulted .in a definitive picture of the iimuence of all relevant 
factors upon the retirement decision, it does appear evident that 



One caveat^hlch should be recalled when reviewing literature examlnlo?. the Impact of the carninQK 
iest-l5 tliat £he-cchcIuSlb^iliuw-n^>b^ them. Many perso^hiw^o 

are subject to the earniiigs tflst simplyjrecelve their wogos^ cash and do no trr port them. Survey data would 
hot detect such behavior^. Evidence exists^ hdweveiv tO-8ugg«jt-ihaf such- ^^ticei are vtiidf^prcad^ that 
the aize^f the "undertrround economy," which such practices contribute db, is^quite larpe (uutman, 1978). 
_ _ •' It should, be noted that past' stupes -ha vje hoi jeparaf ed tfie flflecS-W mandatcry ret Iremeht- pollcles 
from the behavior induced by pension plan rules. A study now underway at The Urban Institute for tha 
U.S. Department of Labor wlU complete such ah analysis. 
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retirement income and. availability and hefdth considerations are the 
major deteraiiritm of labor force withdrawal. Thus, the reliitiv^^ 
size and age distribution of the labor force in the next century should 
be strongly influenced by how these two factors devetbp over time. 

B, Impact of Aging on the Unempi^oymbnt Rate 

Tte 'overMl^ imem^ rate reflects numerous contributing 

factors, including those rebited to economic cycles and those which 
ft^HB iionc^clica^^ J4eeent^> atten^^ beehji[iven ta the 

noncyclical determinants of unemployment^ with the major cleter- 
minarit iii this categoi^^ be^ 

population. Studies of fhe impact of changing demographias on post 
unemployment rates _are useful for the insight they offer with regard 
to the impact of future demographic changes on uneiifplojrment rates. 

Floim (1979) analyzed the effect of demographic changes oii the 
overall unemployment rate over the ptist two decades. He found that, 
over the period 195^-77, changes in the structure of the population 
'accounted for a 0.6 to 1 percent increase in the overall unemployment 
rate. This increase was lo^jly due to the entry into the labor force of 
the baby boom coh When examining the xb_mppsitiona^l:^cha 
which have occurred since 1967, Flaim finds that changes in the demo- 
graphic com position of the^ pbpulalibh and changing Jabor force par- 
ticipation rates have exerted a relatively equal impact on the unem- 
ployment/ rate . iFlaim j)roie c ts itHat in the near f u tu rOj the d^l ining 
proportion of youths in the labor force will exert a downward pressure 
on ^he \^nemplo3^^neht rate. He Jjredicts . that, by the year 1 990, 
changes in the population composition mil account for an unemploy- 
ment rate that is half a percentage point below what it would nave 
been in 1977. / . 

Gordon (197S) estimated that changes in the age^ex dismbution of 
the labor force between 1956 and 1967 caused ah : increase m^y^e M 
tioXitU unemployment riite of about 0.25 percent. Similar calcu^tions 
for the 1956^70 period show that cbmpbsitibhal changes caused an 
increase of (X34 percent: / 
: : :E9?Tyj(:1^7P^ , in exai^^^ age^ex^rbups, 
found that,^ as the relative size of an age-sex group has growTi, its 
rel ative u^nernplbymen t rate il^ as woreenetl . A pf im e example of this 
phenomenon con be found in the young age groups. The converse 
IS also true, so that, as the proportion dfjorime a^ mSles has^ declined, 
so has that group's unemplo3anent rate. Perry furlli^r states that, while 
substitution iii unemployment across age-sex grjoups has ^ occurred, 
it has been insufficient to prevent the increasing divergence ih-<ige-sex 
group uriemployraent rates. For example,^ workers under age 25 
comprised 15 percent of the tbtal ernplbyed in^IQSe qjid 20 
1969, yet 31 percent of the total unemployed in 1956 and 50 percent 
in, 1969 were under tige 2|^ jji :^ __ i : . . 

Wachter (1976) also stresses the relatively low suBstitutability of 
y<>unger and pkler iworkei^, siting tha^^^ are more 

established in their career paths and have accumulated valuable on- 
the-iplKtrainihg^^^ He attributes 

the significant rise: in tie nonaccelerating inflationary rate of unem- 
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gloyffieht over the past 15 to 20 years primarily to changing demo- 
graphics. _ : • 1 

Staflfofd (1979), ^dn the other hand, attributes the longer spells of 
unemplbymeht which older wbrfcers experience to lower rates of accu- 
mulation of on-the-job training and stronger einployer-specific com- 
mitments, Staffed: also states thatspSls of unemp^^ experienced 
by older workers of t«n turn out to be **retireraent furloughs." Since 
^rfder \TOrkera dp have strohgL employe r-specific xbmmitmehts and do 
experience longer spells of unemployment, those older workei^ who 
are eligible to re^ be induced 

to drop out of the labor force rather tnan search for jobs: i 

In coiicliisibh, it a^ r&febf grpwt^^ in 

the labor force (as discussed in the; previous section) couplacf witli the 
decreasing proportion of the unempld^yment^prbrie tee 
result in lower future aggregate unemployment rates, in addition, 
there will be greater incentives for employers' to retain older wbrkersj 
hence lowering the unemployment rate and /or decreasing the duration 
of spells of unemployment for that group. 

C: Impact of Aginq on Pkoductivity 

W^hat little^ literature exists regarding^ age-specific productivity 
rates indicates that there is little relationship between age and pro- 
ductivity. A series of repbrts b^ Ihe Bureau w Ua%riStatistics (1956, 
1957^) i957b, 1960^ 1964) exanjined the relationship between^job per- 
fonnaiice arid a^ in the elothiiigj, fpotw^a-r^aad hpus^ 
industries, as well as among office woiierS and Federal mail sorters. 
These reports generally found tha^^^ variability 
within age^oups feceeded the variability across age groui^s. A similar 
study by Hilary Clay (Clay, 1956) of performance in relation age 
at two printing shops reached the same general conclusion. Clemen te 
and Hendricks (1973) have also stated that age is a poor predictor of 
job performance. A mpre recent studv by Schwab and Heneman (1977) 
of semiskilled, piece-rate workers found that productivity actually 
mcreased witt age-iHa for experience, the 

age-productivity relationship was no longer sigmficant^ 
z As Sa^mart iSp put ^ aiBmarl-mOi 1 979) > the emsjbing rese a^^ch 

on productivity suffftr^rom two major flaws: J'irst, none of the studies 
inenticHied exajmii^ liii productivity^ nan individual ^ages^ 

What is measured isrates of productivity across age cohorts at a single 
poiii t in time . Thus , i t is uncle ar whether the pMer ved J>rpduc t iy i^ 
reflects the impact of age or the impact of diflfering attributes of 
diflferent age groups. Second, age cohort productivity measures may 
be suspect due to the problem of , selectivity. Presumably, less pro- 
ductive workers Ur& elixninsted from the labor force over time, and 
the measurement^ of job p^ relation to age does not 

control for this factor. Thiis, it wx>uld appear that the rialative lack of 
pcenti system^iciUterature and theique^tibnable methodology utilized 
in the ^existixj^iiterature leave the relationship between age and pro- 
ductivity open to question. 

» Tfie nojoacoelen^iii&I^^ rat« of uneniplbynidrit Is defliied is ttie uheiii ploy merit rat« at whlcb 

the inflation rate is oonsant. 



zJ^^itregard to labor fo^e J^ro^th imd pt>ductivi^;ftt the aggTej;ate 
levdl, BBibenstein U§72) states tfiat a^regate prodttctivity is enhanced 
wi^h labor foite' growth since young entrants are better eqiiipped in 
terms of Jiuman capital (i;e*, educaMbn), Therefore, he womd state 
that the greater the turnover from older workers td^ydunger workera, 
the faster vthe increase in ph)duQU^aty gro_v^ However, it might 
abM> be stated (Serow, 1076) that tne decline in tumaver (slower labor 
force ^bwth) wbiBd pernut: increase in thoj level j^ Kun^^^ 
the new entrants which would m tiwiiiincrease ag^egate productivity. 

: Serbw (1975): c^^^ <^ productivity ^to i^^^ 

after estimating productivi,ty by age. He utifized census data on 
ewTiii^ilgr age i^ia^iunctipn of educatibnid atta eoinpute 
weighted mean earnings by age groups, with the weights equal to 
educattbnaL attjmment^by "COnp^t; with the hij;nest weighted 

average annual earnings was used as the base and set at 1, aim the 
^inMnig^ eph^^ were e^ressed as j)ercentages of this base. The 
index vaSxes derived in this maimer wire: 20-24, .417; 25-34, .760; 
35-44^ .978j 45-54, 1.0; and 55^64, ^^824^ (Thia calculation teste on 
the assumption that earnings are a direct teflectibn of prbductiyity .) 
These indices of prdductivity were then us^ with labor-force proiec- 
tioE^ based on census series D and E po^i^tion proi^ The - 

resulting indices show msi^inatincreases m aggregate labor produc- 
tivity bver time as a fuhctibn of the changing age composition of the 
labor force^ As table 4 showB^ the population_^n^ which taies place 
under series E projections yields nighei" levels o R prbductivity than 
under series D with its lower proportions of older w*orkers. 

i tABLl 4.^Em}W*S IHOTCES OF AQGREOATE LABOR PROOUCmVlTY, SERIES D AND SERIES E PROJECTIONS. 

^ . isro-aao J 



1970 1980 1990 2000 2010,- 2020 

S«HmD tOOOO 0:9915 I.008Q 1:0038 L0Q15 * 1,0040 

sSiS E...:::,:-::-:— 1.0000 0.9915 1.0080 1.0072 1.0045 1.0063 

Swrci' Winiim l^Sirow^ A'SlowJ'opuIiildn Growtfi arid th« Rttatira Sin ind Productivity of tho Malo Labor Forca," 
AtUirtk Gtonomk Journal, sprint 1976, p. 64. 

Serow then ta^es these indices one step further and estiinates the 
iaUye ivalue^ ^ut|)ut^capital^^ jand capita.l/labor 

tios for adtemative demographic siiuations, from 1970 to 2020. It is 
iiwpated thati wth sin the labor forxje and smaller 

uxputs of labor, more capital may be utilised per unifeof labor. jS^ajtjgr 
mv^tment in pdth physical capital and human capital can be aijtici- 
'pated as th^ growtt ii the labor force slows. Thus^labpr^r^uctm 
woidd be higher under the protected slcm-growtt popukrtion .than me 
faster growing population, wi& th6^p_utj>ut-to^ab^ 
the bu^ut-to-capital ra^olow;er. This :smafler outptlt-to-capital ratio *^ 
is iiot surprising siijjce , as the supply j3f ca.iHta^ nses relative t^^^ 
each successive imtt of capitfi input adds progressively ; smaller 
amounts to outputs Table^B displays Serow's iBstimates.i Serp^'s find- 
inj^ confirm the earlier findings of Phelps (1972) and Spengler (1972). 
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TABU &--5CB0W8 &^^mj>l RD^tlVl VALUlS TOR byTW-USO^ OUTPUT-WPITXC AND WPim- 
L^OR RATIOS FOB A_Lt|»NAtjVE DEMOOMPHIC SltUATIONS. l97(WagO 



OiitBttMibor* 



StrtotO 



lut-apliil* 



SiriME 



SlHiiD 



S«rlM£ 



2000 - 

2009 

Mio::. 



2020:.....*... 



100.0 
108,7 
118.0 
I»0 
154.4 
174.2 

in. 2 

217:0 
^8 



100.0- 

103.1^ 

122.3 

133:6 

142.4 

147: B 

159.3 

161.3 

172.2 

iao.5 

177.4 



100.0 
106.3 
119.1 
134.3 
H2.6 
151.9 
1^5 
162.3 
162.3 
173.8 
,168.5 



100.0 
101.4 
97.3 
IQQ.6 
105.6 
113.2 
111.6 
129.2 
137.0 
159.1 
177.0 



iOd.0 
102.3 
09.1 
102.8 

in. 3 

U4.7, 
125.4 
133.7 
152.1 
165.8 
183L9 



SoMret:«nBjimJ.S«fQw.l97B,p.B^^ » ^ 

Thus, wlifle the evidence on age-prodnctivity relationships at the 
individual workerziilMelj r w^jB^^co^ do ^ot support a 

generalised statement with regard to the if^ipact of slowing population 
growth and pojMation agin^ the literature which 

addressed aggregate, productivity levels is more cbhclusiye. Based on 
the resewrch ^nducled by Phelps, Spengler, and Serow, it can be 
stated that declinir^ population growth rates and cpncomU 
pppulationi^ing vv^reslflt in greater cepitd-labdr ratios and m- 
' creased aggregate productivity. 

D- Impact ON Vbriical MoBiLilT 

The'consensus in the literature wifli regard to vertical mobility is 
that, under conditions of slowing jwjnUaj&on growth and, population 
^ing, such mobility is impaired. Spengler (197i) states that upward 
mobSlty is lirdited ih the same m Miner that mobility within military 
establisliments is limited in the absence of war. Insofar as senipn^v 
detennines positicMV^diStatiiSi the proportion nf superior position. , 
gdloCated to older /persons would be relatively high while thoallde^twh*^ 
to younger^e^^ be felativety low: The access of Jion-^prime- / 

age worSersj; those under-age 40) to higher positions^ wni^ ^ 
inpre lmuted^^ under ^ of slo^ growth than rapid ^growth. > 

' Wander (1 §72) agrees with tt is cbnclusibh^ and she hyppj^ , ' 

smaller ^r^^>pp^tibns of young workera c^ould result in diminution of 
wage differentials by age, thus removing ^incen^ 
. workers to iSiipfove tneix skill levels to receiv^ wages, Spengler 

(1971) also states that the decrease in^ye^^ • 
iiecyBssitate sdffle "restructuring of remuneration tp diminish inequality 
in tl^e reward stnicture at leayir level at which performance 

anibutput are not adversely affected." ^ . . : , 

Keyfitz (1973) stateaJihat arvincre^ i™^* 
vidual niobility . He estimaties an equation for the relatibhship ^between 
individual ^mobility And^fo^ increases to demonstrate* the 

effect of population growth\>n promotion by age. This equation shows 
that a change in poptdatibn growth from 2 percent per . annum to 
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mm growth^im^lies a liy^^ in reaching ibe middle Msitidns bf 

Mr^wage factory or office. In terms of HigMr^roDortionsbf elderiy 
mdmduttls m a statipnar^^ it is reasonable that retirement 

deeiwoM and mortality^ would impact upon the promcftion opportuni- 
ties of ttioset^maimngmt^^^^^ fprce. However, Keyfitz found that 
azimdly increasmg^ population is more than threes times as ad- 
vwtt^eou^as a high leM^ tenns of promotions for the 

sur^vgr^ Kesignations (or eariy retirement) are an^beous to levels 
of mortality, Jor as Keyfitz points out, it is immaterial to those 
remaimng in Uie labor force whether those exiting do so aa a result of 
voluntwy withdraw^ or death. However:^ mort^it>r^^ resignations prior 
to age 61>z^d population increase all contribute to more rapid^ibb 
advancement. ^ ' 

Since.age and smiority are necessarily highly correlated, increasiiiK 
P^P^^^^^^^ of elderiy persons will inhibit upward mobility, BrowninI 
i^^m:^^m from the labor force would increasl 

up wa,rd mobility. However, while the encouragement of early -retire- 
ment^policies may haye_ advantageous effects upon labor mobility it 
IS m du^ect opposition to the encour^emeht bf prolonged work life to 
compensa^ f or the declinm^^ growth in the labor force and increased 
aependent/worker ratios. 

Brov^ be the solution to the 

mobUitar-probJ^^ workers reach ah impasse to 

upward mobility m one career they might switch to another. He 
rocj^^zesihat the ^vere decline in earnings which nbitnally accom- 
panies such moyemtets (siiice seniority and dxperience would be in- 
apphcabl^m ja_n^ would have to be lessened in order for thia 

to ba^a palatal>le solution. Keyfitz suggests three possible solutibm^. 
^Me iirat involve^^ the fadicators pf status, the rationale 

. bemglhat if there at* four levels bf machine^bperatora raiter than 
^o, the oppbrtumty fpr percm advancement would be increased. 
His second solution is elimination of all iiidicatbrt of status. His final 
scaution^ls to ad^^^ to the point where gradations in 

labor skills are less relevant than gradations in technology. Bairing 
these mstitutibhal cha^^ it is likely that upward mobility 

wiu be dampened by population aging. c 

- - - 1 - - , - ■ ^ V ■ ' 'i ' -r-N * 

E. Impact qn lNbu$TRiAt Mix and Occupatiokal DistSiStrribN 

: The mam determinant bf^the impact ^ofgpopidation agm^ the- 
future mdustri_al_i^ occupational distribution will be the change 
m preferences reflfscted in demand for final prbducts. If^ for example a 
more elderly populatipniis predicted to demand relatively mdre^ervices 
thfioi manufactured goods, then industries will ^espbnd to such demand, 
andt emplo^^ent |[i^ 

_ Technological advances are another factor which impacl uppri in- 
dustiy growth ;J^wev^^ may not itranslate into^ 

employment growth. Technological- advances will be mbst disadvan-llk 
tageous m terms of einplb^eht for the older worker.y Skills obsoles- ^ 
eence_^ hastened Jby technological change, and older workers are 
more lAeiy U) be affected by skill bbsol^cehce. Ybungpr workers with 
more recent education and training are more likely to be familiar with 
the latest technological advances. Iii addition^ where training is re- 
quired, emplc^ers are more lively tb tram younger than older worker^, 

§6 
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iiaee ihoieost^ of ^mm^ can be rocoverecl through the _yoanger 
worker's ionper work Hfe! ^Younger workers are thus mam I ikj^^ 
employeil in grdSvth industries, whila olclor workeis are (Hspropor- 
tionately concentrated in declihinj: ihdusiri<5s. In 1970^ oyer fealf the 
emplqyetl men aj^ed 46 and ohier were working in apricaitare, mininj?, 
construction or noh(lurable gobcis mahufa^^^ — all industries of 
slow or declining growth (Sammartino^ 1979). 

With regard to bceupatipiv distnbiLti^^^^ 
^risingas a result of (lemoKrwjhic changes will play the most important 
role. For example, the decunini^ stude^^^^^ 

decreased demand for teachers, while the increased e](lerly population 
may necessitate increi^^ ii\ the health services sector. 

The literature relevant to these issues will be discussed in greater 
tietaii in theifpllowing section, which examiiies the imoact of j)opa- 
lation aging on the level and composition of aggregate demands 

H.-IMPAeT ON INCOME, CONSUMPTION, AND WEALTH 

A. Impact op Aging on Income Distribution 

The combination of the aj^ihg of the and con- 

tinued low fertility levels can be expected to impact upon the U.S. 
^incomo distribution in tAyg important wa^^^^ 
that the income distribution will become more uneqi^l than it cur^ 
rently is; ami secomliisbifts in the jncom^^ will increasingly 

occur lis a result of income redistribution policies. 

I. INCOMlB INEQUALITY 

The itslMive^ economic position of the elderly has been improving 
recently, and most likely will continue to improve. The pccu 
history and e<lucatldrml level of the future eltlerly will be substantially 
different from those of the current pltJer population vlricreas^^^^^ coverage 
umler<>:dverftment transfer pro*:rams, as; well as cost-of-living indexing 
oJ,^jcial security benefits, have iterved to improve the economic status 
^of'^m^lderly* - ^ v - - ' . / ^. „ 

r Theinec^ijffi^cbmef intlividuals ancl^famihes with heads 

agwl 25\to Qlr^nch Rrew by 4 percent over the 197(>-76 perigdj while the 
fin^ ia'S %^om?Q©^ fjimilies with older heads ^^rew by 18 percent and of 
individuals by' 22 percenk- A similar pattern is 
^^rve<[^ii*the numbers of elderly with incomes below the poverty 
le^el. B)itweerfji69 and 1976^ the number of persons ag^^ 
with incomes below the* poverty level declined from 5.9 n^Hlion to 4,3 
million, flowever, the ^ubi^rpups of the ehierly j)^^ ^^"^^'^^ 
perienced slower or' zero (lecline in poverty* rates are those ^^roups 
expected to jncreiu^ejihost rapidly in^ s <>ver the coming dec 
w^>men, non'w£ites,an(rel(lerly individuals living alone. (Fowles,:197S.) 

'In €5xarriihih^ the iricbiries of the bver-65 ai^e groupv an evert clearer 
picture IS presented if we adjust for family size <li_fferencesj siM^^ 
familfes beaded Iwpersdris ajj^e 65 or ohler are ^^enerall^smiillerinsize 
tkan families with noiTelderly heads. In 1974. fa mil ies with elderly 
heads Jiad ihcbmes equal td only 56 percent of.the rmj^an income for 
all families. However, after adjusting for family size, the proportion 
iricreo^es to 82 percent: (Census, 1976.) 
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In adclitibn, the income ofithfl older population varies dramatically 
^^coKlmg to Me. Schulz (IW tl^istinguisn 
ftmong different age groups within the elderly populations Whon such 
distinction^^ are moxle, the Incoiie differentials are strikin^^^ In 1976, 
the median income for families^'ith a head aged 55 to 64 was $16,118, 
wiile those fomiliciis with heiuls age 65 and over had a median income 
ST $8^721.'® (Censusj 1977.) Susan Griid, reporting: on data frpm the 
1972 survey of the status of the elderly, found that the median income 
of those agedi6P aiid Sl >vaa j6,993, while among those aged 62 to 64 
aiidfiS to 67the medioaincomes were $6,388 tmu $4,450, respectively. 
; _ These 1 age^ineamej diff e^ : clearly re fl^l t the^ trans ition f mm 
worker to retired status and reliance upon sources of income other than 
^ag^ and salaries. Thus, oh the oiieliuhii we cc^^ the^ income 

distribution across the U;S. population to become more unequal as 
t^h^ popyjMioft aS.^ t since gre a ter liu mbem ofperabns w ill be rel iah t 
upon retirement income sources which are dromaticallv lowef :tHan 
tneir preretirement income levials.- However, tile otner hand, we 
must consider the overall age-income profile, particularly as it pertains 
ta those felderly who are either a few years awtly from retirement at 
age 65, oii who cohtihue to work after attaining age 65. Such workers 
m^ be at their peak earning level. ' _ _ ^. . 

Cross-sectibhal data reveal a standard .age-edmings profUe Initial 
entry earning are low,- with the earnings of successive age groups 
continuously higher unt th^-peofc at age 45 to 54, with thjosei^^ 
65 to 64 receivmg jow*er earnings than the- next younger ag:e group. 
Su ch a scenario wpuld_ iitend: tp: skew th? ihcbme dis t^ribut ion e ve n 
further, witt incomes increasing up to age 54, decreasing^ gradually 
among the 55 to 64 groups dhd rapidly declining in the 65 arid over 
groups 

Becker (1964)^ Miller (1965), ah (1976) combine^^ cross- 

sectional data sets to 'follow a cohort over its working life. These 
. studies showed that contrary to the results of the cross-sectional 
analyses^ average earnings continue to rise until age 65, Colberg and 
Windhaffi; (1970) reached^imilar conclusions, statrng tha.t cohort or 
historical incomes in the Ignited States do hot show d decline^ even in 
real terms, for the la^t decade of wori. - ; ; 

I lliusi t\YoL f ae tore may sei^^ to influenee the meome distribution in 
the next century. While the absolute number of elderly will he increas- 
iSgt the^rdun^^t among the be M ^h® peak of their earn- 

ings proftle, and the older elderly wiB be at the nadir of their lifetime 
Uicpme wele T This implies th at p the pop ul d t ibii ; d^e§ , the income 
distribution wjll first become more equal as wage eiiners attain their 
earnings peak, theh gAdually diverge as the post-65 wprkere who 
remain in the labor force experience earnings declines and as retirees 
experien<|e sigtiificant income losses. 

: i' • THE ROLE OP INCOME REDlSTBlBrTION ■ ' 

* We HOW turn, to the second impact wlueh popi^^ 
etert-^the increasing role of income redistribution in establishing the 
overall iheonie distru3ution. Pdnziger a^ found' that 

the degree of measured inequality of pretransfer inconx^ is greater for 

* Referenced in Clark, Krep^^ and Spengler (iff78)\ p. 024. 
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aged Individuals thaa for any other f?roup.'* Hp\veyeri tHese same 
' individuals also bfehefit from 4he greatest equaliztition of income 
through government transfers. Danziger a_n(l_ Plbthik reveal that, in 
1374, incoma inequality Nvas decreased through transfers by 41.5 
percent for elderly single males and SI .2^ 
— vT^Hiales. This decrettse in inequality was brought about through govern- 
ment transfers, i.e. the redistribution ^of income from those Under age 
"65 to^^those over age 65. Robert Blark |1977) estirtiated that the 

prppo^ion of an ayeriige worker's income th^^ 
► suppo^.'programs for the elderly is over 12 percent, a threefold increase. 

* §inee fee 1^5D-Sv Clark cbh^ a model to project f uture^ transfer 
rates raider differing assuiriptions of retirement a^^e, fertility, ah;^l 
replacCTierit rates. He found that, if fertility rates are assumed con- 
stant rtt the replacement level, and" if retirement agQ and replacement 
rates tilso remain constant, the resultant changes in the age structure - 
of the population alone woj^ require a 50 -percent increase: in it he 
social security tax by the year 2050. If retirement age continues its 

V current jlbwnward trend and declines tb age 6^^ 
iiicretise iii the tax rate would-be required: However, if the retirement 
age \v €5 re 1 6 i here ase to ag^ Jb as lairesii 1 1 of the slow grb \v t h in the 
labor market, the ^ax rata tould be rcducecl slightly. ^ - 

Rejda and She^r B_973). fGUhd that if real sbcia 
ment beneftts increase by as l^Jtle^is 1 percent annually, under, replace- 
me nM^ve 1 f e r t i 1 it pirates , re al per ca j ) i t a pe reb rial i ncom e m U s ti'ncre ase 
by^^peast 2:G1 ^^ISi^cent annually to avoifl increasing t^e real financial 
bunlen on active,' wbrkers. They state that such gi]^vth in personal 
income appears Untenable; the re fore ,^ the shrihkmgr ])ool of aqtiye 
wbrkers will bear the brunt of financial supjport of the growing pool ot . 
elderly. Income redistribution will be required in incrcasiht^ degree in 
brder to maintain adequate- standards of living for the elderly under 
conditions of populaXibh aging. 

♦ * " . -- - 

B. Impact op Agin<;^^n OoNSUMPtioN 

In this section, we address the:dcrect impact of, an aging pof^ulation 
on t/fee aggrega t c cbnsum p t i bn- ^ n.^t i ph. We (lb hot (I iscUss intl irec t 
>^ J impacts, such as the effects of a l^wer proportion of workers on output 
iiriavaggret^ate ihcbme ahd hencjfe^bTi aggrej^atc cohsumptioii. . 

Fopnlatioii aging may alfecf "i^bnsumption behavior as a result bf 
severiil factors. These factbi-s iktiucle the fbllow^tg: 0 - 

(1) The elderly may have cliH<Sif;nt expencliture patterns thaii other 
subgroups of the population. . - '■ _ ; 

(2) The elderly may have trdHfejFCnt iaco]^^^^ 

population as a whole, aiul tht4r level of (lisposable im^ome may impact 
upon t heir con si 1 mjvt ib n be li a yi^Jsx jCmd : -fi&t^ 

(3) The elderly geiierally livf^ Lu^fcialler iiouSR§[i)l<l units than does 
thegeherjU j)bj)ulatibh^ iiiid hbiisefiblH^ize ma>^^il|p^iehce cbusumptibh 
beluLvior: \ ' ^ ^ 

Eijtnstine ahd Cuhiiiiighanja (1972) ])biht bu|-UHV"cdntradic,tory 
natufe of ;ii^4east two of tliescv factors. They find t fiat age aii<l house- 
f hbfd size'^vtrri aides iilfc^ct rejat iyi>- ccMisvurier spendliig iii iiiverse ways. 
• 

!»rij»(ia «t*aji lUS^'VorEsHopon work; Irt 
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^hey extimined 23 expenditijf 4fete|^nes ^^ricl found that, for 12 of 
these 23, the imjm^ and^decrt^ecl imit size are oirsettinj!;: The 

impacts of age and unit size associated with pbi3ulation a^ih<? worked 
^? A^^^demjto increase the relative iin|>oFtance of five expenditure 
• catf^gories and to decrease the relative itnportance of six exjjehditure 
categories, , ' . . 

::^Pentoh and Spencer (1976) concludie that jiggregate consumption is 
not affected by variations either iii uVferaj^e household -size or in the 
ag^:<l:i^fil>u of the population. However,* they do not ignore the 
possibility that such variations exert direct effects upon particular 
categories of cbnsump * _ 

Goldstein (1968) suggests that the age distribution of the population 
IS of less iihj)Grtai^^^^ the income distribution. He states that 

differences in expenditures are frequeiitly much greater for the dif- 
^^^ent incbnie levels o^^ group than they are for different age 

groups at the same income'ievei: \ 

Reinecke (1964) found that^ whep^hp^^^ homeownership ' 

status, and other important characteristics are held constant, the 
effect of age inmn nibst expehditu^ not very great. He found that 
e>cpenditures for clothing, recreation, and furniture decrease some- 
what witli ago, while medical expeh(litures increase. However, tfce 
^P^jmct of income and family size^exceed those of age in almost evei^ 
expenditure category; Reinecke further states that the expenditure 
j^Mems anipng the highest income chisses vary the least across age 
groups. His major conclusion is thai differences in expehditure pat-' 
tenis between ohler younger age groups are almost totally at- 
tributable to the lower income and smaller size of the elderly con- 
suming unit. 

Howard and fcehmann (1972) suggest that: the aging* of the popula- 
tion implied by a Ibwer:^ ratei pf population growth could kave a 
substantial effect on all industries: They further hypothesize that as 
'I *^^?J^^der iif^e distributibn iiicrea^^^^ difficult to intro-^ 

d lice new products. They also note that the decreasing growth of the 
labor force ahd smaller family- sizes will encourage ^mater labor force 
participatipn of wbinen. This may in turn lead to mc^eased demand 
for convenience products such as dishwashers or prbcessed fopdL items. 

T^ius> two_geheral ebhelusibhs can be dra\t^n from the literature , with 
regard to tlj^mpact.of an aging popuhition on aggregate cbnsurrijjtibh. 
First, it appears that Uie majb "of any impact will be 

household s'lZe and income; rather i^Kan age. Secoml, the overall level 
of ?^in;egate c^^ affected to a slight degree, 

while significant shifts may ttfke plfl*e itmong the various sectors. Thus, 
t^®^® "^*^y J^® j^^^'^^sb in the^^^d cohsunie<l by 

bl^ier persons (e.g., medical services), but the impact on aggregate 
consumption will oe determined by incbme rather than age. 

e. Impact of Aging on Savings 

The theme which (lominates f|ny discussion of savings behavior is 
the life-cycle niodeh This model was developed by Fisher (1930), 
HWrbd (1948), Mod ii^diim^^^ and Friedman (1957). 

Mayer (1972) provides- a review of existing literature concerning the 
life-cycle theory. The general nbtibh bf this tliebry is that a pattern • 
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termed ^^hurrifii^Hiivin^'' roRults as individuals save during- their working 
years and dissave (luring tjieir retiremeh^^ 

However, Munneli (1979) states that this appi*oach is oversimplified 
arid is based OTi veiy little jByidence^ that the model hj^^ heeii 
used to predict savings behavior over individual lifetimes. Slark; 
I^r^ps, arid %)en^ler (1978^^^ sortie of tbe vanayeS which iri^ 

Huence saving behavior. Kreps (1971) arid Denton and Spencer (1976) 
conclude that sayings is a function of iiii iridividiiiiPs amlUal iricdnie 
curve and pattefc of family expenditure, in addition to which in- 
stitutionalized savings ^e.g., social security or private pensions) may 
exert a discouraging effect, whUe the (lesire to make bequests may 
exert a positive effect (Mayer, 1972 anxl Brady, 1955). 
^ Within the cbhtext of pbpulatibri aging, perhaps the most important 
is:sue i:s whether social security, private and public pension plans en- 
tourage or discbi^^^^ ILei^pnalsayinf^. A 1965^tudy bv George Ka ton a 
found that pension. plan coverage^ stim?ilated personal saving. Another 
^^^kvdy hy Phdlip Ga^an (1965j_alsb s^ that pension pi |hsjn- 

crease aggregate personal saving. However, Cagan also noted that 
perisibii j)ay men ts to re tired Svbrkers offse t part of the eff ect ori sayirigs 
and that such payments must be deducted in figuring the net effect on 
aggregate savings. He defined net aggregate sayirigs as the riet grd^'th 
in pension funds, plus the change in govertimeut and business sa^ilig^ 
plus the change in other forms of (>ersonal saving. He stated th^t if 
])ensibh funds ^top grbwim^ so that benefit payments eqiial;cphtribii- 
tions plus inieVcst^^ th^ effect of private pensions on. savings will be 
eliminated. Muhnell (t97S) reanalyzed a subsample of Qa^a^rt-s surv^y 
c hi t ur an cbxe ached contSadictory conclusions, finding that' pension plan 
cbyertti^discbiiraged pej^ : :::: i i i;-^ r^Ai::!:: / 

Munneil (1976) ami Feldstein (^74) have identified acxlualv^imiaci/ 
of so cia 1 se cii r ily ami j>r i y at e peri s ioti p 1 ari s on s ay iri^s^b^ a'^^t^ 
state that such plans affect .savings patterns througB di^p^l efR^ , ^ 
and ari iridiiced retirertierit effect. i^Slj^ '-^z:. 

Feldstein (1974) states that social security depressej^ pQ^^^l^imX'^' 
ings by ^0 to 5Ci percent siiice, f()r niany fanlilies, the 'ffiafog/^Jnii of 
household wealth is anticipated social security ret iremei^^jaSefits. 
However, avaihibility of pension benefits influences retirem^t Ije- 
havipr, i?hcburagihg early retirenieht. Thus, indiyiduajs_j^^ 
less because they hold savings" in the form of imticipat^ retiremeiit 
1^^!^ ^3 Is i but ten d t b _i nc re ase j^ji v i ngs bee a ii se the e x i s'^ence b f jKJri si dri 
programs lengtlteiis the retirement period and therefore tha number 
bf yea I's bye r wh i)ih ^aqc u rtiida ted asse ts must be speri t . Fold stoi ri 
fincls that the stimulating "retirement effect" is outweighed by the 
asset-slibstitliliori effect by iiiore than 2 to 1, with the result being \v 
5()-percent redudtion in aggregate personal savings. Barrb (1 978J 
finds fault with this concUision. Ho states, tliat social security merely 
replaces intrafamily transfers and that, as such',' it shbuld have rib net 
inipact on personal saving: . ' • 

'fespbsitp {[1978) J'cyit^^^^^^ four majbr^^iuh^^ that arialyze the iraj)abt 
ol'sp^ocial seinirity o^i ptlvate saving^^ using time series (lata (Feldstein, 
i?74; Munnell, 1974^ Bar^rbj, 1978 r^^^ He statcs^that 

none of . tlie four studies produce sufficient evid(^nce that the social 
so(v(irity;systcrii affect ts savings. He argtu^s that- drie of two (^biiclusioiis 
ciui be drawn from this — -pither tinie-series analysis cannot isolate the 
iirijMict of social security%i^ (irivate saving, or the program does not 
have a significant in^ pact on private saving. 
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: : Ih imother study, Muiiiell (1976) found that private pension cover- 
^e discourag<^ personal savinjg in bth^^ 

imperfect iubst it of pension saving and other forms of saving, 
due_ to uncertainties of vesting, etc., the net impact is reduced per- 
> sonal savingibuLincre^ aggregate saving. Such conclusions would 
only hold, however, if pension contributions^ exceeded pension benefit 
payments. ^Given^tl^^^ ^unfunded pension liabilities 

and increasing probability of a slowdowxi in growth of the fixture labor 
^9r"^» P®*i-*^io? plans could :bri^ aboujt J,-decline in riest aggregate 
saving. Munnell (i 979) states that, the savir^ rate is directly related 
^ ^''^^ age stiTacture of theupopulatid divisiph of life between 

work and retirenieht. She concludes that the predicted^^deraographic 
shifts couoled \vith a possible exteiisidh of the -retirement ^e could 
serve to depress the .sayings rate. However, she admits that such 
theqries are as yet untested. _ _^ 

-^n summa^i the impact of population aging on aggregate saving is 
ambiguous at best. In. addition, the effebts of sever important yari- 
aWi^^ such as jhc at retirement, relative im- 

portance of unfunded pension, fif^bilities^ and prevalence of bequest 
behavior, remain unknown. ' J* . . <v 

III- FISCAL^f MPACT 

: It has been traditional in our society that younger generations help 
^support their parents when they reach did age. Before the 1.930 -s_ and 
the enactment of social security^ most of this inte^enerational transfer 
of income occurred privately through ishared hving affahgeinehts, 
gift^ in eash or fcind^ and payinents {or parents' health care needs. 
Today, however^ a number of goverjiment programs exist to make 
those transfer par^n^ cpllectiye activity oh behalf of indivi- 

dunls, and tax laws have been shaped to benefit the elderly relative to 
others. Thus, population aging h bn^^byernment 
taxation and spending and, therefore, on fiscal policy through the 
direct effects on prog^^ behefit^^ aged. There are 

also indirect effects of agin^ on fiscal policy, since fehe economic effects 
described elsewhere in this chapter will ultirdately affect revenues 
ahdspehding. 

T^e fiscal impacts of aging are described in two parts: impacts on 
spending; and impacts bh revenues. 

A. Impact bN GbvERNMfiNT Spendinq . / 

/ 1. THE iSvEt OF SPENDING ' 

Ail ovemiielming p^^ spending fbr^ aged benefits 

flbws from Federal programs, nrincipally because of the amounts of 
cash and medical benefits paici by trie social security system. Base<l 
b|i::da,ta reported in Storey and Hendricks (1979), State and local / 
spending on Retirement and aged welfare benefits amounted to rib 
mbr^B than^^^ercenti^^ all such public spending for, fiscal year 1979. 
in addition to social security cash ami medicare Denefits, the aged 
r^ceiyo sik^^^ payments frbm Federal employee retirement, 

veterans' penefits, supplemental security income (SSI), and othei* 
welfare prigrariis. 




Federat«XDfnditurB8 for iged benefits have jiseh rapidly in the past 
two decadei^^fiSIf eatimate find&agrowth from $13 billion in 1960 to 
$112 billion, in ll78 (Glark and Menefee^_ 1978J , Th^ 
represented an inerease in GNP share from 2.5 to 5,3 percent and an 
increase in Federal bud^^et share frpra::13 to 24 percent. This^growth 
stems not simply from increases in the elderly population b^L.also 
from price increases and policy initiatives to iraprdye benefits. Adjas^ 
ing^ price increases raises 1960 spending to $27 billic>a^m:1978 
dollars and lowere the annual growth rate from 13 to« percent, thereby 
reducing the nominal growth rate by 5 percentage points, or 40 percent 
of the 13 percent nominal Tate. " , ru e* 

To sort out the components of the real growth uiiagecl benefits, 
Glark and Menefee hel(fJhe '^quality'^o benefits constant oyer 

' the 1960-78 periocLto eliminate the variation due toLpplicy initla^^^^ 
Three measures ^of^ Quality were used, 4ill defined_ per elderly indivi- 
dual — constant benefits in currwit dollareK constant benefits^ 
dollars^ and ebhstant benefita relative to change in per capita^incorae. 
These three measures result in the 1960 expenditure per aged person 
of $768 being cbrapafed to 1978 measures of $768, $l,611,^nd $2,493, 
^-^spectively. . . : _ :i v 

Under the first measure, all growth m benefits per aged persoit up tp 
cthe actual 1978 figure of $4,65fStwGuld be attributed to policy change; 
the other two measures ac^^ for about 2Q percent and 45 percent 
of the per capita spend^aii^thi respec^^^^ - - . 

Taking into accoviagm^lial 1960-78 growth in the aged:po^ula- 
tion, from 16.7 to 23vRSiim the different apprnacbes^taken 

by Clark and Met i^^^c oaRce the results shown in table 6^ u'u' ^ 
$99 billion increasaBPg^ral spending, a miniraum_of $5,6 billion 
cafi be attributed 'to mSfeasing numbers of agmL U&ing^ t^^^ 
realistic measures of ^constant quality of benefits, the population in- 
cre^e accounts for $12 to $18 billion of the $p billion spending rise; 

TABLE S.^ET£RMINANtS OF SPENDrNalNC»£SSK3OT 

OF CONSTANT QDACITY OF AGED bWWTS- • « 




l^f^ '^Bihffits ^ .V^ benefits 



Chan at due to Increase In ^i^f benefit per elderly necessary to main* _ _ _ 

Change due to Increaaein number of eldeiiy . . . .r-.. _ — . — »5. 6 u.y «o. 

Chinge due to UwrMSeJn benefits per recipient above that jpecess^^^ - . z^i 

maintain stated pdlcy *i — — ' ' ■ . 

I "^uria^ RobwlCJark and Johrt Men^i^^ncreMrng^edetaj E»endltures for the Elderly," paper presented to the 
31st annual meeting of the Gerontdloglcai satety, Nov. 19, 1978. g 

Given demographic trends and f^eeasts, it is easy to see^tjat if 
''business as usual** ^vkh re'spSilt^ policy and healthj^are 

financing continues, pcfpliUition agtrt^^pft ^^5© an enormous impact on 
the Federal budget in t>ie ntext century. Alroadv, abaut a (ijuvrter of 
fiscal year 1979 Federal outlays are directly boneritin^ the aged through 
sbcit^l security, mcilicare, Federal employee rotiremofit, and various 
welfare programs. If one #mply projects these current projjrams and 
assumes that overall-Federal spending returns to^ and romams at, the 
"historir^* level of -20 percent of GNF (it is at 23 percent tins vear), 
then the elderly's share of the Federal budget will rise slowly during 
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^ this century to 32 percent, then leiip upward by ajiothjBr 10 percentage 
pomts in the n<e;ct 15 y^^^ and soar to 63 percent By 2G25 ^or 12:6 
percent of GNP): Ass share of labor income, aged benefits will remain 
fairly stable at 9 to the 2010 ''senior boom/' the share 

then rising to 19 percent by 2025; : 

In the paper d^d e^^^^ Menefeo projected aged benefits 

using the three measures of constant quality of benefits cited above 
^ ijpi^^^^ real benefits, constant benefits 

relative to income growth). Using the latter two measures, they show 
that red benefit yalues^^c^ at far less 

expense than the simple extension of current trends (with aged benefits 
claimim^ only 3.S percent of GNP in 2025 insteact of 12.6 percent). 
Eyen if benefits keep pace with per capita income, the 6 NP share 
' would rise to only 8.3 percent in 2025. Most of the Excess spending 
suggestetiby extemling current spending patterns results from health 
care costs rising much more rapiclly thaii prices^eheraUy. Thusj a 
IpM-term failtire to cbiQtrol health care costs will meaiA either a much 
greater share of the Nation's wealth flowing through benefit programs 
or.^y Abafidoriment of curi^ent practices in health care^financing as 
being too costly. . | 

In surnmary, the impact ^bf population aging on the Idvel of Federal 
spending, while enormous in^^ahsolute dollars ($112 billion in 1978 to 
from $30 to $100 trillioA ip 2025) , raayijhot be significant Velative to the 
' total Federal budget or GNP: if spending_on the aged simply keeps 
P'^'^^^^'^'it^^ P^ic^^ iiicreases, the current sha of: Federal spending ^24 
percent) and of GNP (5.3 percent) going to the aged could actuaUy 
1^ 1 ^ ' ^ • S ^r^Ght , respecti vely . Gi ven the pressures to 

imprbyo pensions, such a relative decline is im]xrobable, but control 
of health care costs would result iii increases far below the worst^case 
sceharib (to 42 percent of the Federal bud^iet and 8.:3 percent of (SNP, 
instead of 63 percent and 15,6 percent). This substantial increase in 
the share bf the Federal budget going to the aged could prompt three 
reactions_: (1) Benefit reforms to achieve saving may be sought; (2$ a 
^rea ter reh^i nee on priy ft t Cj pens ibhs tihc I s a y ihgs a n ( 1 a sm al 1 e r rol (vTor 
^ocial| security could result; or (3) the * 'historic'' size of government 
(2'^ g®"^^^ of .0 ^ive way tb if large Federal rple as the 

Nation rec6gniSe?^,that ,^^^ Federal huclgot during the I960's, before 
ma t ura t ion o f ^b^fc^l ^^<^cu r ity an d^ ica x^x may: bo irrelevant to the 
social needs of,ii p^'eh older population 50 years hpnce. 

, ViJ/ <X)MP0SITI0N OF SPENDINO 

. The potential for ^^rise in thb share, of .thei*F^deral budget 

rninjies^ p^^Ghlial rela^^o '-widiicticln^ in other claims on Federal 
spading. A refttive (iedib&.:i^^^^ 4ind i5mpioytaent programs 

Jftrgetec 1 on f amilies: \yi th: ^iHiM^i' jjii^t fc^: ^p^igtetf f^Tven the t i-eh( 1 
in age structure: However,- other competing dem^rias could vvell rise 
oyer time relative to th cjLrrent i^iiire of sj)eh(ling bn Federal Gbyorh- 
mont acti\;ities such as energy production,^ flefense, transportation, 
or f^ax;e b.xplbra 

trantec>rm the ])ast struggle for resources between social programs for 
* lo'w^fcorno families and the defense .sector into oiie between prb- 
yisib^^of. income and services for the elderly versus some other govei"*!!- 
mendWMitivity. 
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One aspect 'of^thoishift in composition in the budp:ot implied by 
population a^iPK^^uJn imjmc^ oh the process of budget-makinjj:. Cur- 
rently, about 75 percent of all Federal spendint^ is classiped by 0MB 
^ ^'lin^^optri)llaWe" because it cannot be -modified thrpUf^h the annual 
appropriations process. Virtually all Federal benefits ibr the a^ed^ 
Imhg: ehtitlerrierit pro<^rams with benefits adjusted automatically for 
inflation, are ^^incontroUable" in the budj^el year and account for 
about a third of '^uncdntfdllabie" Fe<lei;al s^iendin^: The cost of these 
benefits can be controlled through legislation, iHpNveveri such ]e^ 
latidn takes time, part iculaHy when ^ controversial matter such as 
the income or the ajj:ed is at stake. Thu?;j Cpn<^^^^ 
significant budgetary cont4*ol ov^r the so-ealled uncontrollable spend- 
in^r thrbu*ch a multiyear efTbrt, In factj^ \v^^ 

issue, the time span for real budgetary contrpl % even longer, since 
political reality dictates that care^^ J'^J^*'®" 
ment planning by those already on pensions must be taken into 
account. ^ 

As benefits for the aged grow as a share of the budget, they should 
also iHJGbuiit ft)r a larger share of ^'uncontrollable'* outlays, and '*un^ 
controllable*' spending should rise to even more than 75 percent of 
the total. Thus, for Cdngress to control the size of the budget in any . 
signiiicant way, the legislation required to, do so Nyill have to address 
fiscal policy goals over a longer axid longer time span: 

8. iNTEUGOVEnNSfKNTSl. SPENDING IMPACT 

Public spending on aged 
functionj with^ertain exceptions (»State/local employee retirement 
systems, Htate supplemeMad M^i^^^^A^^^^^G^ matching of 

mcclicaid payments): On the other hand^ States and localities continue 
to piovido the bulk of the expenses of public edticatlorr, they pay 
close to half the welfare aid to needy families with children, and tney 
operate and share in the costs of einployment and training programs, 
:ijocial services, and family hoalth care seryiees. While St^^^ 
spie^nding dU these activities now totals well over $160 billion. Federal 
spendinLT in 1979 was as follows: ^ 

Jfhication^^ _ , . ^. _ $^4 

/outh t\nij)U)vin(Mit _ .^^^^^ . „ — - - *^ 

AKIHU ^^<Mi>t:iinj)Sj ch nutrition, a fid medicaid — 22 

Mat<'rn:tl ajui child hfultli,- ._ . . _ — " ^ 

Total. '40 

1 Elgbt percGht of aU Federal Hpendlngi * 

Tluis, so(tial ])rogram spending targeted bi^^^uldren and youth or 
families with do^)enderit children 'accounts for about half of all State 
and lo('aU^xpiui(hturesA^ budget. 

Sintte an aging population will increase Federal spepdihg, it may bo* 
!k^>i|\nif^<J that a <leclU(ihg prbp^^^^^^^ of <\hil(li;en, yotitli and younger 
workers will le>sson the demands on State and local iMidgels How- 
ever, with all this budgot-rnaking occiiiTing in ihDu;sirn(!s of discon- 
nected decisions, there can bi^io assurance that such trjuloofTs^^^^ 
he miulo, althougii taxpayer efrorts to reduce property taxes and grow- 
ing (iongressiphal ; ^sen tl men t ; to : ( 1 iscofi t i hu(v re ve mio sha r iiig su gges t 
tiiat this process is ahoa<^ unclorway to some degree. 
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^ SiweyerL 6V6n^ tradeoff of less State/local for more 

Feder^ spending based on the redistribution of the population by age 
gjGup would hot likely hold overall public cost^ of aid to dependent 
groups to current levels. Several factors may deter any substantia] 
offset to increased ^peiidii^ on the aged. First,^ ^ed dependents cost 
more to suppo^ than childreh, especially ii- the p^ed pecome mo 
fem^e^^nd more miaerity. jind -most support for children ^tBl comes 
from ih^mi famihes rathe^^^^ Second, advoca^ 

of children will cdHti^[ti0 to make strong arguments that greater efforts 
Met ii^lfijJed to end ippirerty ^ improve e and improve ma tern 

sad child heai^ care, and ^tiat there is a^gger payoff to society from 
1 japg^ nm ihveatmeiits in children than from maintenance of the elderly, 
Finafiy^ it may ttcili out that a decline in the relative si^e of the child 
pppulatibh \vill Sot result m a propOTtionate reduction in the need for 
pnoHc aid 6f this group since it will be composed more of minority 
children. The assimilation of families of millions of illegal aliens could 
also occur iti the future, thereby raising; the heed for public ^uppbrt^of 
children. Thus,^ it is not;atalI obvious that the -projected rise ii^Federal 
sipeuding for the aged will be accompanied by a relative decline in 
^ate/local spending for chilSren and youths. ' ' ; 

B. Impact on Government REVjENXJJSS 

The impaet^of populati «^iiig pn p^^^ 
ceived the same attention as the spencfiiie; impacts discussed abbye. 
ThiiSjr there are hb revenue cprbjections tnat -attempt to isolate the 
effects of aging on changes in revenue cbUectibns oyer time. Clearlv 
there\will be some effects, the nat|tre of which can at least be surmised. 

1. DIRECT BEVEi^TTE EFFECTS 

Popiilitipn ag^mg>vill affe^^ directly as a result b thie grow- 

ing number of i^ed for whpm specid tax laws apply and for whose 
retirerdent bene&icertaitt taxes are eamiarkea- -Tnere will also be 
iiidirect Bffects^ since agi^g has a number of economic and employment 
effects thatr in turn impa^ bh the revenues generated by the economy. 
This section discusses the direct effects^ which: inyplyey {l): iPressi^^^ 
to increase payrbll taxes (or find other taxes'to substitute for payroll 
taxes); (2) i^sultant cbuhtfsrpressur^ to hbW taxes; 
arid (3) increased utilization of special tax benefits for the ag«d. 

Social security ^medicare,: and public emjjlbyee retiren^^^ 
are funded primraily by payroil taxes paid bv employees and em- 
ployers. Siheeisbcialseciiii federal empIoyiSe retirement^ 
ania goo«l many State^ocal retirement systems are funded on a^ay- 
al55M-&Oibasi&, ilie necessary payroll tax revenues do not- .differ 
greatly from current benefit expenditures at any particular pmnt in 
time. Thtis, unless firiancijig policies are changed^ trends in payroll 
tax revenues will follow spentfing trends fairly closely. '^^^ instance, / 
the past growth in benefits for the ajjed was^financed largely by larger 
pajnrbll tax cpllectibhs. Social, security, ttuces pe*!^^^ 
of all Federal revenues today :but amounted to only 17 percent of 
total reyehues^as recently a^ 1969. The prbjectibns bf ^re&ter speed- 
ing on the aged in tlie next century would be accompanied by. greater 
reliance bri payroll ti^es. If the mcfet extreme projection discussed 
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earlier came to pass, \yith agecl obehefit^ absorbing; 63 percent of al] 
Federal spending by 2025, then payroll tiixes would amount to about 
60 percent of all Fecleral revenues, In fact, Cpngress has alrea^^ 
enacted social security taxes that Will total 15.3 percent of payroll by 
2011, ami must raise taxes by another 1.46 percent of payroll to meet 
curxentiy projected long-term benefit co^s. 
:i:T(y:fceep total Fetleral reyeixues near the Carter acimi 
goal of 26 percent of GNP, Gon^^ress will find it necessary to cut income 
l^^x^s repeatedly,: not only to offset the natiira in revenues 

profluced over time by the progressive rate structure, but also to 
make up for the higher paytdll tax rates. Cbngi*ess is also feeling pres- 
sure to reduce payroll taxes by usipg income tax revenues to pay part 
of social security benefits or by creating a new tax (e.g., a value-added 

tax) tp support social security. ^ : 

The payroll tax,l5eing a highly visible and^Comewhat regressiN^e tax^ 
has lessened in political acceptability ^t^^ 

economic reasons as well fox the interest in substitution of general 
re ve h u es . A p ay rol 1 jt ax^ i s a^d irec t <ios t (^tprbilucing :a_good or se ryj^g 
and ailds lo the cost, and therefore the price, of that product, addijtig 
to: : p_r ice i nfl a t i on . aniChie tu rd mg rugate d^mahtl . A y^ilii e-added 
tax would uilso add to inflation and reduce demand. Funding through 
income taxes produces hb such direct link to priciss or eihplbymeht. 
Instead, sufch ftmding is one of many factors determining how govem- 
rhehtal fisctjl policy affects the ecbhbmy as a whblo. 

The special rules for taxation of retirement income and tax breaks 
accbr<le(i ihtlividuals age 65 arid over account for sizable reductions in 
taxes that >yould otherwise be collected. These tax 'Sgcpehditures'- will 
grbw rapid iy iu^ the agecl population rises, as pen^ni fund contribu- 
tions accumulate, and asj pension ihcpme grows . rep in__the 
paper cited earlier by Storey and Hendricks, the expected 5-year 
growth in these tax expenditures is as follows: 

TAX EXPENDITURES 
(Id billions of dollars, fiscal years] 



1979 * I9B3 



Specia^i exemplion sand cf edits for Iheatfad J ...^ .-.i H- 5 $2. \ 

Dritaised teJiJirhetit 6ebefttsi,^i .V. ^v.Li-^v..i. .6.6 7.5 

Untaxed pension plan contributions (IRA's Keogh plans, employer contributions) _ 13. 3 ^ 22. 2 

Total -- 21.4 31.8 



TluiSi in 5 years, a grbwtli of 50 j)ercerit in these ttix cxpehditiii*cs 
liufi hoeu |)rojectcil. : ^ 

State and local reveniies will be rediiced iii grbwihg ambUiits by 
such tax ex[)enditui*os as well, since niaiiy income lax systems: of 
State iihd Ibctil gbvernrneiits also jirbvide sjiecial tieatinent for- the 
agod, for peusion iaronie, and foi' enii)l()yer eon tribu lions to [)ehsioh 
phiiis. Ill addition, iiew tax excitiptjou for the elderly have ci-opped up ^' 
in State and lo(;td systems in recent year's. ^ParlirulKrly popular 
right now are measures to provide property tax rciief through income 
t ax CTe( lits or d irecl prbperty: tax j^rcdiis for t he elderly. The District 
of (Jplunibia and 28 States now provide such relief: 
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2. INDIKECT KEVBNUE EFFECTS 



Population aging woulji have indirect effects on revenues as well, 
stoce the e^^ aginj; will^ in turn,: in^dify the tax base 

and result in more or less tax receipts than would have otherwise been 
ooitected. The authors are hot aSvafe of any attempt to project such 
. indirect revenue impacts; ig^ fact, such projections- wouUl be highly 
Uncertain given the jpreseh(r state of research dii the effects of pdjmla- . 
tioh aging. For example^ of vital imi)ortance to such i^ojections would& 
b© the impact of the older work force on prodUGtivitr and the effect^ 
|. . iwof a lar|j«r retired population ore the hatiohal saving r^e. Assumptioiis 
about these_ factors w^uld need to be better informed by* research- 
before the feedback of aging effects into revenue cbllectibh could be 
usefully estimated: 
I 

IV. IMPACT ON PENSION PfcANS AND FINANCIAL 

MARKETS ' 

A. OVEKVIEW 

An ^ing population means that, barring thanges in pension plan 
rules or retirement behavior, larger numberJ of people will -become 
beneficiaries of pension plans, and for lohge^jtipieDeriods; given the 
likelihood of increasing longevity. This la^ger~i^gteflda^y pop ul at ion, 
eligible for greater real beneRts resulting from past wage increases, will 
mean a continued rise in the real cost of both public and private 
pension benefits. Rising costs put pressure on funding sourcest^ includ- 
mg the tax base, corporate profits, the compensation of current 
employ ees , and the cost of : consumer- ^pbds .j : ZPhe grp size of 
pension fund^, in turn, rftises concerns about their potential dominance 
over c apit al: J^aj'ke ts . ^ Tihis section discusses the impli cat ions of 
population aging for : Social security, employer-provided pension 
plans, and capit^ markets. 

B. SdCIAL^^CtJRIfY 

, _ . ^ : - _. _ _ _ _ _ 

, -The financial pressures oil the aoqial security system, which have 
prompted substantial tax hike^ ari3 aegt Members of Congress and 
executive l^rarich officials scurrying in search of alternatiyes to an ever, 
larger pikytoll4^ax, result from a number of both short-term and lone^- 
term factors- But a pay-as-you^o sy^^ so<nM:^ecurit^ m 

always Require adjustments in tax levels, .simply because* the many 
r f 8?^Qtors which determine reyenues and behefi t cos ta caniio t be f brecas t \. 
preciselyj especially for a period as long as the 75 yearsmver which- 
Congress strives to set social security financing to achieve a)balance in 
revenues and outlays and maintain a reasonable reserveagaihst fi?hort- 
term' c6htingencies. One of the major developmente m recent years 
that has prompted attention to social security fihahcihfe is the butlpbk 
for a nyy-e rapidly agitig population thim earlier anticipStwl. 
With a s^tem such as social securi ty^^ in which curreht^^ 
nance current benefit payments, the relative sizes of the beneficiary 
and wbrluhg populations are^ of the 

financial burtfcn. Although changes in woA force participation of the 
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workiri}? a^o popiUation ami changes in rotirement af^d can -greatly 
affect the lonjx-tenn situation, the basic demographic constraints are 
the nunibers of persons at working and retirement^ af^es: Under eacte 
set of assumptions shb^^^l in table: 7^ t^he population xet age 
(persons age 65 years or older) is projected to grow sharply as a ligrcent^ 
of: the >vc>rkmg-age pqpiila^^^^ 20 to 64 yean4 ojtll, The^large 

popuUxtion born during the poj^t-World il baby boom will stisrt 
reaching retireriieut ape after the year 20^ that ppintif. the 

working population will be composed, at least in part, of the groaps 
l>Prn diirinj:: the j) 

I960's: {The fertility rate is (ie fined as the aveni^^ number of births 
that the average woman is prbjectisd ti5 haye her lifetime.) * 

I ' / * ^ • 1 

TABLE J.'i PROJECTIONS OF THE uj. POPULATION OF RETIREMENT AC£ |s A PERCENT OF THE WORKING AGE 
POPULATION UNDER ALTERNATIVE f^ERTiLiTY-ASSUM^riONS. 1985 2050 



1975 _ 
IMS.: 
1590.. 
2000. 
20iO . . 

203O.. 
204O_ 
2050. 





-Fortilify ■rate » _ 


- -A 








1.7 


2:i 


: — 


18. 1 


U. 9^ 


18.9 


19.5' 


19.5 


19.5 


20.3 


20.3 


20.3 


20:3 


20.3 


20.3 




20,9 


20,7 




^^A- 26.8 

im^^- 33, 6 


26.1 
31. 9 




' 32, 8 


30.2 


38:9- 


30,6 


27.4 



I Eitimatod averaKe nurpber of birth)_a woman 4ou[d have dupnt her lifetime aisuming ihe followed the pattern of 
^ birtfi! estimated for each age group of woti^ . _ . 

Note: The population of retjrement age ii defrnad bare ai 65 and over,-Ttic popujation of workmg ajje is defined 
'as 20 to 64 yr of age. Th^e undertyirig mortality assumptions are those ofjhe 1977 sbcial security trustees report. | 

itource: 1977 annual report of th,^ board of trustees of the Fede/al OASj an{J 01 trust funds. ^ 

Fram now on, the fertility rates will, in large iwii^, determine the 
y i>5 e o f il l e wp rk i ii jk) | ) u I a t ion i n tl le ne .vt ce n t uiy »: hi?l P I'Pj bus are 
uiiccrtiun: 'Flie historical mittern in<licates^a lon^term (iecjine in the 
fertility rate in the U ni tec f States. From tf rate of 5.5 births' j)er wonian 
in tiie iiiid-l 9th century, tfiere was a farcly stciidy decline, reaching .'^.6 
-in 1900, 3 ill 1925, iiiul 2.2 in 1940. itgains^t this Ipng-tenu (lecline, 
the very hiffli fertility rates of the p()stwar,huby boom, which histed 
froiii the nii(Ul940's inttil I960. (peaking at :5.8 in 1957), appear as 
an aberrati(m. (The ab!io,rinaM'Be(juence of the great (Jepression, 



whieii JHobably depressetl birth rates below the trend, followed by 
\V or 1 ( 1 vV a r II, undo ii b t (m 1 1 v l(?d to the i ih t i.sii j 1 1 s\v i hg in the hi r t li : ra to . ) 
Sinrx* the hito i9t)0's, tlie fertilitJy rsite lias dctclined to' below tlie level 



<^r*^th<* I *^'^0'.Sj T^icbiiig ail ostirnated K? births j)er wbmaii iii _197{5, 
'Tlie so-<?Hlied "repiuc'eiiient level" 'fertility rate, wliicli- would result 
ih a stjitiqiiury j)()j)jUatibri^^ »_ 
Althougli fertility may not remain at its present low level, there have 
ht\oh sigiiif^:atit cJiaiigcs i^i .sociid and ewmomic behiividr 4hat coiild 
caii.se fiitiire fertility to remain close to ciirn^^t levels. Peonle are 
rtiarryiivg later thiin i\ nsed to, and wives aro increiisingly iikely to 
work. For these reasons, ainbng bXliers, sbine bl)sei^ers a.si?ti>ne the 
fertUitJjate wUl stay on. a low ohUeau around tlie replacement rate 
level of 2.1 births j)er wpiiiah; btliers b^'lieve a rohg-term rate close to 



i.9 b more ttkely. In this latter ctoe, even if tfie proportion of women 
. ?^ho work xpiitinues to incf ease^ there will be a de cli he in t axpayiilg 
wortefs to support social security beneficiaries,'^ < ' 

The mortality assumptions are also critical to the prdjections. W 
mortality improves at older ages,ithe number of beneficiaries iifcreases . 
and the average beneflciaiy collects benefits for more years.^he pro- 
jections in table 7 reflect the assumptions of the 1977 social security 
trustees' j-eport, which is more optimistic in this respect thmi earlier 
repoils.^^Thei proJ^ctidn of mortality may still be^ re- 

garded by some as too low: The mortality jates in^ the. 1977 report 
tJiMaslate to a life^^^ at birth of 70.83^ears for me^^^^^ 79^6 

years lor women in the yiar 2Q5G. If these estimates shoalcLbe sur^ 
passed^ (some rburi tri es have ^alre ady r^pprte cl 1 i f e e xpe c t a n cy for men 
as high or higher than these figures), then the ratio <'of beneficiaries 
^ wbrkera -wbu W be still higher, - 

One recent study (Wertheimef and Zedlewski, 1978) simulated the 

fiotential effects bii the social security system of policies to encourage 
ater retirement »l5y the aged. These projections to 1990 disclosed a 

gossibte reduction in the social isecurity tax burdeHj jaccompanied 
y higher incomes for the elderly ^ thro ug^h changes in nhahc 
tives designed to reward later retirements: The aj^umptions used in- 
the s t u dy res ul tecl in a: 3 -percent red u c tjon iii sbci al _se cur i ty c^s ts 
cbmpared to current policj^ by 1990: - This would permit a pan^ial 
offjet^tq the-fiscal imp^act discussecl aboy^^ allowing a red u of 0.7 
percentage pomts in the social security payroll tax rate that ^ould 
btherwi§^ apply. 

C. EMi»tbYER-PRbviDED Pension Plans 

1. PRIVATE l»ENSlbN PLANS 

Unlike social security, private^pension plans finance their liabilities 
in advance through fund accum actuarial projec- 

tions. ERISA requires that private plans nmortize. employee service 
liabilities oyer a 30- to M^ear j^eripd . Thus^ Private p 
arrangements are not directly sensitive ' to changes in demographic 
^Cr^fltls,^ since each emplbyee's future benefits are financed independerit 
of how large the work force is or how many beneficiaries there will ^ 
ultimately be. - 

: Thus, the primary direct effect on private pehsibn plans bf^^ppula^ 
tibii aging is the resulting fluctuation m the J^ize of plans' accumulated 
assets. Curreihtly, plans are buiUlinK upTeseryes raptdly^^ ahticipatiori 
of a much larger numberpf pensioners in the 2ist century. Total assets 
amounted to abolut-$21_5nhHlliori in, 1975, ah increase bf 11 percent pv^r . 
the previous year (Schmitt, 1978). When the "baby boom ' generalioh 
starts to retire, hbwever, fund lictuidatibiis may exceed contributions, 
and the fund balances could decline. While this 4)^ttern of financing 
poses ho jjiarticular prdbl'fepi from aii individihil manager's perspective, 
it does raise questions about impacts oh capital markets (discussed in 
-Section D below). • ^ " _: : 

There are other less predictable cbnse^uenc^s^bf agin^z^fbr j)e^^ 
plans, however: In particular, thercis the i^qe of inflation and benefits, 

»Theji«t4ata on fertility are presented ln^ortt detail in ••Financlnfi Social flecwrlty; lasuoa^or the Slibrl 1 
• and toHK Tern)," CohRressional Budgol Oiflco background paper, WoahlnKton, V.C, July 1077. 
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Siiic^.very fe\v*^fliins proinisd to acljust bcnefiV^: to pifs^^ 
of irifUitioiWri a retiree's pension, ^^ such incremental benefU costs are 
not advauce-fAinded. They are usually ii^ on an ad hoc basis 

- -aloiij; with -other cor^pensatten and benefit issues and are often paid 
"^^or out of firms' (uirrent eaTiiihgs. _ 

The efleet that doMur increases. in pension co^ts have on profits ia::a 
function of hvbor intensity . In a coinpany Svhere saUiries and wtirres take 
'M percent of total income and pension costs are JO j)ercent of total 
^rarfeS and ^vay:p, a 2b^jiercent ^^se in pension costs increases labor 
_5ls bv 0:6 percent of income (.2X-l X.H).. Jn:a c^npany \yith liii^dier 
^bor intensity (say 50 percent of tiJtal income used, for salaries and 
wapes>; the 20 peiT^ent ri»^:iix_pensioa;cbst_s will 
, 1 pej-cent of income (.2^.1 X.5>: If the profit marpn is ig percent, and 
■ if prices remain fixed, profits will be re(luced by 4 j)ercent, (6/15) ni iTie 
low labbr-iutensive company and by 6.7 percent (1/15) in the hij^h 
labor-intensive one. The poteniial inipact of siicli costs (lu^ 
flationary pefiod will be intensified by tko rapid {growth of: retirees tind 
has implications . for sHarcHolders (re^ 

(hi|;her prices), employees (lower wajre increases), and j^overnmehts 
(lower tax reveiuies) (Paul, 1974). \ ■ , 

Another indirect effect of poptdation af^injj; has to do with t}ie_ actu- 
arial assumptions used to finance future benefits. These i^sumptions 
re}^iirdin*c a finn's work force — tumoyer rates, lohf^-teiTO gi^wtli, a*;e, 
retirement behavibr—maT prove to be inaccunite for leasqns related 
to iv^m^: For Cxaivple; ULapn*: is more ni,pid thaiiexpec^^^^^ 
fpfee n\ii\ be mbro stabl^n size, may turn over less rapidly,^ and may 
work unHl older a^^es, th|Sfcy requiri'n^^ ah alteration in plans' method.s 
for finaiicintr benefits (Tilbve, 1076): 

2. PUBLIC EMPLOYEE PLANS 

The a^in^r bl" the pbpulatibn will tdsb swejl the beneficiary rolls of the 
^tft^nsioIi systems of Federal^iState, and locfd ^governments, In fact, the 
ojfects may be seen about .Jfyeai-s earlier than for private plans since 
the public einplovee sector_includesj)lans representinfj: the full spectrum 
of tinancihj^ methods. Military retirement is completely currently 
financed with no reserve fund. The U.S^(:ivil service system mamtams 
a reserve'; that cmW cover 5}^ years' worth of benefits; eniplciy^e con- 
tributions and niatcliinf^ aKcm^* j)ayment8 |)rbvide :i8^ j)eirent ol tlie 
system's revenues. Staie and Ioc^kI systems, by and larj^e, are adv^ince- 
fiinded but at rates less than required to meet all future liabihtiCB. 
Munnell and ( oiiuolly (1976) estinv M^rl the unfunded liabilities _bf 
public emi)lovee i)lans4<>bc $629 billi<Hi ($l*95^bi1lion for the military, 
$164 bilhon -for tliryJAjir^rivil service^ $270 billion vfpr ^itate/lbcal 
plans^ liovvevery ^i^ ^ ^te^^LiUL^lai:^ totaled, $'106 bilhon in 1975, 
or nrqre than the. Hoj||||aj|^i^y and U.S. <'ivil service systems' assets 

Since the unfundc^cfria'&imies of the:;Uiilitary aiul U.S. civil service 
rctiremeiit systeins are paid from p:oneral taxes, that is where the 
btirden of risinf^ (^osts attributable to a more elderly population wUl 
falL (The most certain aKink eiVect will Ixc from reduced mortality 
prolonginj,' j^eriods of retii-einciU> since peitl,ier the^size t^./he car<MU-, 

y A 107-i-5Urv^y of -l.HOfi uauio-rvnii»H)yxT4»IatLH.l()Am<lJ)jjly vlPl'tCHit wHIi nntotimtic etisU)f-llvitiir luljiiat- 
in*;«l3. und nmtiy of thosj» pliuia upply caps tc Uu» «llowu»)U' Inrnwcs (Sdiinltt. IU7H). 
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W^^^^^^ ^'^^^^ J^i^ce wQl^ n folate to tbe 

effects of reduced fertility.) Thus, 'these pension co^t increase^^ll 
constitute a claim on the same resources many look tb for relief Srbm 
rifiingsocial security t 

Stst^ and local pension systems likewise will be affected by im- 
Provenients in mbrtalHy and wiU^ be- somewhat affected by reduced 
fertility as _ well ^ since State/local sector dmploymept has bame a 
.clofiier relationship to populatioh trends, and someOpf Jthe piimary' 
services provided &y this work force are delivered to children and their 

For fully funded Sttftej^bcal plans, ^he impact of t^ing is anatoJKus 
*^J^hat for piivate^^p^^^ is^asse!^ wUl build uS rapidly in a^ 

pation of hig:her costs (to $6.5 trillion by 5000 for the sector a^ift 



^J^^lo as pro^^ MuiLtiell and CdnnpU^i, "with possibly added 

umlannei liabilities to adjust benefits for inflation. According to 
Tilove (1976k <)ver half of State/local employees are covered jjby 
autqmatic benefit adjustments, b^t few are assured complete protec-^ 
tion against price inct-eases. 

: In the case of State/local plans, such unplanned costs will; have to 
be made up by_ the governments involved, either through taxiincreases, 
reduced \vage increasesi or (Usplacement of other claims on State/local 
treasuries. And, of cou<bse, the underfunded systems may have to look 
to ^rea teri employee contribution^ ah^o r i^tax feikes i to mee t rising 
benefit costs, much as social security tax increases iiave been found 
unaTOidable a^^ ^he Federaljevel.^^^ IWO's^ a number of 

State and local govemmenre have moved toward greater prefunding; 
in some cases with less prom benefit adjustments 

or adoption of measures for jirefanding tKem. ' 

' D. Financial Markets 



±s already pointed out above, the aging of the popitltttion. has 
p ronDipted ^ apid _ bu il d up : i h the asse ts of priv afe and St ate/loc al 
pensio n^ pla ns. By the end of 1975,: these -plans* assets plus the social 
se cimt^Meserw^ ^to L®ne-^if th^ qi the total lequity and:: debt 

of the^a^S.^nonfinancial cgiporate business sector. 5nvate and State/ 
. local ptensi on assets i ncf e ased by a net amount of $24 bUliqn in 1 975, 
which was more than a quarter of total personal saviii^ and 65 per^ 
cent bf-the' nbn financial business sector s requirement for external 
funds (Friedrnani 1976). It has, been predicted that penaibxi plans wiH 
control a majority of all U.S. corporate equities by 1985 (Dnickef, 
1976). =: : , ' ^ : : : | 

The most significant issue' posed by this dominance in the capital 
ftarkets is the heightened potential for institutional 6pnt^^^^ 
allocation of capital; For example, it may be attractive for State 
gPy ei^Pi?'!^ i ^fl^once the Siape of eapi t al :fonn a^ion thro ugh 

encom'a^ement of mortgage investments or a capital market break 
fo f in-State businesses, Stbiie (1976) indicates, tnefe is the following 
ecoiiomic argument that can be made for government intervention in 
the investment of pension assets, : _ 

, Certain eephbniiste have contended that there is an inherent niarket 
bias which causes funds to be overcommitted to private purposes and 
undercbmmitjted to p pu]^(^e§.-It is cert^^ bur 
society is not alloca^g a proper share ^f its investment capital to 
such public goods as education, scientifi^prfisearch, traiispbrtatibh^ or 
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fc likely to lie ii;.<)isr<ii!aBri m .crtJ^^JUttfi^ 

Jie fact tha^r lai^feJ^nvesH^e^ 
iL^et puiclijusos to tfe lar^^fit Mues-^^^^^^ 



t Ig^iPSri vate br t)\ibli(; investor miiy^^bll:^^i^^ 



oS^li small number of situutiohs. Omjp^lil^^^^^^ 
^^^ppportuhities attract large- investon>-i bitten- 



lttr[ 

tidii t.0 remain fairly liquid, t_hmr bp|>»i^^ 

*^re ni j^ a^ g w^fUrther to lai^e investment opportunities wmch are 

smiill i^^^i^^bven litrper investment oppifrtunitit^^^^ v ^ : 

This n^tl^AT^bretical debate over the ijocial efficiency of private ^ 
investment will become a heated practictU<lebate J^^^ tt^^^^ 
ofigovernTrieht pension assets yjrovvH. Until now; government involve- 
m^t in capital-forrnation couhl only liaye^come 4hrough'mam^^ 
ebhtrblsr a hbtidii extremely;cjifficult politically to :bring about. But 
the political balance could chiangi5 ws .funds fbr gbvernment psnsion 
liabilities ^rdvv"When governments hold the funds, governments must 
inake the Investment decisions t^hemselves. :j - . 

% Ponsidn plan assets have been concentrated in cbrporate secwities, 
;erreQnaugh anrf King 1976) repSrteH that,. ii^ 1973, 79 percent x)f 
ijl^ei^ fimds were invested in corporate sto<iks and bomla. Withm the 
«Soi|terate sector, ihvestmehts^ave concentrated on the ofIeringsx)f 
jfil^r corporations (over 90 pdtcent of stocks heldi^are listed bn the 
]^ew York'Stb^fc Exchimg^. Pprtfblip turnover has been at a fairly 
stdw^ rate/ Thus, it is fearM that pension funds have ^riderut^^^^^^^ 
bS^rtuhities Ibr Icrhg^^ investments in smaller companies or ip; 
y^ew enterprises and have helped create a shortage bf risk^ capitals 
^Jbhtjnued^rbwth in pension fund assets, coupjed with a trend towa^ 
%mntfgeneity in .portfolios, suggests this :patt^rh bf iiifltlence on the 
^^tal Jiiarkets may . ^ 

the Ibng run, another concern: may arise witb respect to the 
mfltifehge bf pension f\in<^ on thsi capital markets. That is^ as more-aBd 
more private and State/local plans b^cbrtie fully funded, and aalhey 
accumulate funds in anticipatbn of the reUrement of :tjie_:btfby 
boomV jgeneration, a rax)id hquidatibii bf funds vvill occur iit the next 
century As early as 1996 to 2Q01 for State/Local pkns, and 2001 to 
2006 for private i>laB^i::Substantial numbers of peoijle bom dunag 
the 1941-60 period of high fertility wil?^ claim pensioBs. Sbmetime 
during the first hid f bf the 21st century, there may_well baa net vvith- 
drawitl of : pension iunds from the capital markets as liq^uidations 
exQ.eed Jiccruals fbr future^Mbilities (Hsiao ^ 1976). Such a withdrawal 
could rasidt in (loAVTivvanlS^essures on stock price 
rat§s.^yhfess long-term investment planhing for the overall economy 
properly anticipii'tes this period bf::i>ehsibB Mset liqUlda^^ 
apprbpriate investment strategies .ar^ followed, an acute capital 
shortage could occur during that period. 

V. THE IMPLICATIONS OF MIGRATION^AND REGIdNAL 
DEVELOPMENT PATTERNS : 

Movements of elderly indiVichials amohg States and region^ 
difFerervt jDatterhs ^]ian those for • migrating persons of working age 
; and their iamilies. Should - such differences Gontinue, the various 
ecQhbmic effects of popiXlatton aging will have differential impacts on 
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• regions ami States, ^artipulaVly with i^ospect^^^laj^oi^^ f|lze antl 
structure^ 4ieaUh and wpllare coats, and dernahu^r gbba>i;jam| services. _ . 
Tins section describes_^sGlected "studies on the mig!|ttion otth^* el(j^?4;ty;^ : 

Jpithe decii^l^e and 197Qi:tho elderly po^ratio^ S^^^^ 

UnitecLStates increased by 21 percent. Hoxs'evep, ^K).wt^'a<^'K»i^iio(l !^ 
^Iriimatica^^^^ acrbss FQgipns^^^ 

ranged from t2.3' percetit Jpr tnoinor^^ region to, :U.'^pei:cegt^^ ; 

in tne SbUth. Oye^^ the ^%i^d 197GK77i th^buj 

1.1 millioii elderly individuals^ an incTeasd , of \^ an Mcl^^^ 18:8 ^ 
percentr Within regioiis/the Sbu^^^ Atlantic Ava^ tHe largest gaiiiti ; \vitii ^i] 
a 39.2 percent, increase^ over the 1960-70 period and a 23 percent ^ 
increase over the 1970-75 period.'* 

Even within census divisioht^ th<^ variation: in grpwth rates is 
dramatic. Within ^the Sguth Atlantic census division, the 1970^75 * 
incrfjase in the eliferly population ranged from l.^:4)erceht in the 
District -of Columbia- to -.36:8 percent in Florida. Similar patterjjjf 
emerge for th^ 1965^70 elderly pbpnlatibii in the 

District of t^ohimbia grew by only 1:9 percent while tlie increase in 
Florida anw 78.2 |>ercen^t. -1^^ _<^derly persoiis 

resided in Florida; by_ 1970 their presence had n;rown to 985,000, and 
by- 1975 over 1 ,3 miluoii elderly persons resided iii that S tat e . 
\ However, rates of increiise cun be deceiving in that States with , 
small increases in the mintber of elderly riesitjents may uctuiilly runk^; .] 
among the highest in terms of absblute numbeS bf elderly indi^dutUs,:^, - 
Illinois experiencecl only a 5.9 percgntincrease in its elderly population 

• during the 1970-75 Igenod^ bver 1.1 mHIibn blclei; iridi- , 

viduals lived in that SidBln fact, 45 (fercentxif the total tj:iS: eh lerly 
PQpulntip^^^^ of iNew Yorftj^CaM s 

Pennsylvania, Florid^fflBnois Texas, an(I Ghio^ with each containing 
pver a mi 1 lion el d erly . ^y 97 7y 17 , ^_ percen t Fip rid ^ s tot a I j) w ill a- - 
tion was aged 65 and b^v^en^ -JHowever, of the se ven 's bites with the^^ ' ' 
1 ar^e s t a bsbl u te n um ben^ of elderly , f bu r~N e \v ;^^brk , P^nsy 1 v ania ^ 
Ohio, and Illinois— experienced net outitiigration.pf; elderly persons 
during the 1960-70 period. In some vStates - ch as Nebja^ycil and 

vSouth Dakota, the proportion of eldeiS^ in ^ otal population grew ^ 
due to outmigra tion of young persons.-^^ ^ : ' ^ * 

Net rnigratibh rates for the 1960-70, time period shbw: a mbyement 
of ehlerly pjereons out of the Mid-Athmtia and East I^^th CentraL 
States and intb the: Sputh Atlantic We.*it:Sbut^ Central^ a 
States: If such movements continue, tto^jncreaiseil proportion of 

^Gld^e^ly individuals in. the^ tbtiil pbpula^^ibnrcbuli 

' impact on regional development; An examination of the detenninants 
bf eUieriy migratibn in ay help to establish the li^elihomtef a cootinua- 
:tion ofpast trends. ^ ' ^ 

The literature dealing with niigratibri patterns is enbrmbUs in size; 
however, the subset which deals with mignition behavior of the 
elderly is quite Ufflited. Bars by and Cox (1975) have conducted the 
mbs^ ."omptehehsive review bf the rtiigration patterns bf the elderly, 
The factors which thej^idratify iLs determinants of elderly migration 
beh a vibr incl uc I e : ( 1 ) F amily am I spci al a 1 1 achrnent ; (2^ he al th a ifel 

" climate; (3) homeownei^hip; (4) location at time of retirement; and 
C5)5^^ducatibhallevel. > 

- • ; - - - - - -. - - ^ - -ei 

M T&o data atedlln this 8ectl6n_^_t^eiiJS^ CurterttPd^ Nd^ 5Q, p. 23. May 1976. _ 

*i Unlvereity of Florida, GoUege of Bu^ess Administration, Florida Statistical Abstract 1978, The Uni- 
versity Preasea of Florida, OalnsvlUe. 1978, p. 20. « _ 
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- Fuinily ami scwial nttiiclinioiift^ aro uoJ:utively correlated witli mip:ra- 
tibii when the faHiily ahiJ fnemls (>f tii<^eU^^^ aro loc"to(l 

witliin tiu^ community, and poiitivel^ re^od wJioii lhay nnv locatod 
oiitsido the cj&mnninitf^^^^ ^Geist fom^d;^^^^ 

porcont of sanipled rotiro'os who chose no^yo move i^ter retiromeht ' 
did so as a result of social ties. liarigfonl y!96^| fmlml thitt s^j(:iiil 
•contacts were a moi'O significant fnctbr in^H(?fctfrihiTiing mij^ 
bbhavibr thaii \V4^re the availahihty of cortiniimity or liealtli facilities_^ 
or services, : _ : ' : ^ : ^ ^'^^^ 

- 'i:^eiow (19TO^ found tiiat^wiiile older p^phsVare Iji^ss inol)ilri;^6fian 
the p opu 1 ti tipn ]b bspr ve( 1 as a who lo j ance i\\e eU 1 erj^jicc id <e _t Hip^ e , 
iliey are more likely to return to their State of bi^^^J%3: tondency. 
to return to gne\s Stjito of birth i^ay reflect ^ 

ties— i:ej, familiarity with the environmeqt, comnVuhjty'^struotiare 
Snd pant sQciid relM^^ ►^orw 4tat^ I 

of the elderly will most likely coiitinue to be coiv(!0riiFat(\d in areas of 
favorable cHrriate (the ''frbstbelt'Vtd **sUnbelt" nioWnierit),, increasing 
nunlber^s of elderly persons will be retuniinV to jbhbir States of birth. 
Serbw states that planniitfr for .mich a trena is cfucial if the needn of 
the elderly are be met. in the future. ~ _ : : : iz 

Heidth and cliinat;e;are two variables w hicli may work in conjunction 
or in ]Opj)ositibn. While poor hcidth: may inHibit mohilit^^ ;it mi^^^ 
jictually uKirease the probujbility ofimqvenient to an area of imfirovea 
clihiate. Mbbilily may aIsS- l)o iridepQh(leht of 

health, reflecting personal proferencLes: V 

Hbmebwnershij) huiv Act as: a:A ^ ^^pu*' nn 

Since ft home is a relativelj^ nohliquid asset, houieow nership iiiaj 
re<] H<HV I nbbiU ty . A is tm 1 y of Pr asa< 1 a n < l> »Toh hso ri ( 1 9 64 ) f p i ii i d t h i s , 
deterrent jeffect: However, Lansing and Mueller (1967) fbund that 
the^&U^ of a hgnie prbvJUes ti^s^^ - _ 

H^by and Cox ^stiitc that a tentative relationship betweeii jfei- 
dcnt^at titiRv.^if -retirenietlt arid liiigration docs exist. Jiowevfsr, 
the studies completed to date have hbtzcbnchisiyely -(lefihect this 
relatibnship. It does teiUatively :apj>ear that* re.*^idents qf suburbs 
o r SM S A 's a re n 1 o re like ly tb i n i <^ra t e : t h an res i ( 1 en ts of p t h er 1 p c at ip ris . 
Job opportunity is another factor for which tlie relationship with 
ini^ration behayibr is teritatiye at best. It wpnt<l ai)p^ai\rea^^^^^^^^ 
iiowevcr,; that the: induc&ment to n^K<*ato l)ecause of job opportu- 
nities (1 e h 1 i lie s w i th a ge . Pos 1 tire nie n t in c b i lie a p j )c a is to bo j Posi- 
tive l}^ related with the propensity , to migrate. This is not surprisih^^ 
si nee J fd^raUbn :m y pi y e s e^conp i ni c cos ts . 

Given, the extended" ^durations of un mip loynient experienced by 
older pe/rsbn^, it is nbt surprising to fi jMpa jiersons in* the , 

lal)or for(!oiar(v less inobile than uabc^^^J* no Bbwen ] 

Mild Finne^an^ (1969) reported a iiejjjiS^HpiUttipnship n labor / 

! l o part icinatiou and net nntrratio^^piOTjtf blder persons. OUH^r \ 
■ studies bf Miller (1©65) ancl Gcil ( I steil|p QtfS^p^ f irru th es(; findings': 

Thej:^tudy.Ji?J ^^^^nsing anrrMucller'ancl.itinpther j^^Jy.by^^B • 
and- Wbbd-"(ft[69) reveal that -higher :edui!ation an3Hl^ll levels are 
^ re 1 a t ed : t b 1i ighe r n i i gra ^i b n : r a t ' iii dh e eld e rl y j ip^Sit ion*. El d e rly - 
migtiints^ AV'er^ 'inore likely to: have held jobs m the professional or 
ni^na^rial: bcciipatibns j)ribr tb retiirehierit than '.^y^re eldbrly 
nonringrants: \ _ : 

s , b ase( 1 on the ex is ti ri g li te r a t u re , Bjii's by .atul Co x ( 1975) 
conclude ^hat "high mobility among older persons is concenttated 
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anionj^ those who iia^e moderate liicoine levels, live in suburban 
areas; are wol Ubt luca tec 1, arid hold liitiii age rial or profckssional pdsitioh^> 
• prior to retireinont/' However, the authors^ caution that^thuch of the 
ovtilence supporting these concliisions is of qu^stionnblo validity: 

In tcjrius of^a^^i^is of eltlerly niij:cr:ation, .several <>bservaiiphs are 
made of ImMjy, a^tl Cox. Fii^t, olcler persons are less mobile than 
ypw^^er PoSHK -!W'cw« ?niKTSt ipn: iraif s : bf ybiiny: persohs^vcre bypr 
twice Jts hijf^^ the rates for older iterspns <!unng the 1955-60 and 
l?§5-7p time perip<]s.^ Socoml, the e|d6^y (end to Uibvb f rbin larger 
States to smaller Sfat^s./Fbir,d, ^ielderly persons show a j^reater tend- 
to liibvo into a few specific States than do the ndneld'erly, 
Hurin^i: the 1965-70 period, the net inmi_gratlon rates of those aped 
65 aiiU dyer ex<:eeded that df tlv^.under-65 pdjnilatid^n in eight States: 
Amona, iJflorida, Neyathv North CajcflSm,;^-^5klahoijia, Oregon, 
Sd^uth Oaf^lina, ami Tennessee - . 

\yhile the (leteniiinahts of elderly mipratibn may reihdiiv bhj^ 

• tentatively- identified, the obsei veU trends mdicate that the migration 
na 1 1 0 rhs of the elderly < lb d i ffe r f rb iw those bf :the^ npg^hlbrly j^b pu- 
lation: The economic consequence^ of^rsuch (Ii(Ferences in migratory 
be h ^y ibr \y il I cie r t a i nly linc r ease as t\ie po p u 1 a t idiv ages^ bp t h a t t he 
regional level and within s])ecific States. Some oconomiTC consequences 
bf pb]) ida tip I i a|$in^ P bserv e( 1 at t he na t idiial 1 oy e],. will be leX t ind re - 
keenly at the rcf^ional and State level. Mk^ratofy ;patterns of the 
pc^>ulatibn, coupled with prdldiiged low birUi rates", jft ay' well serve 
to' magnify at' the sufihatipnal level the ecohoniic unpacts of popu- 
latidii agiiig dbserved in the. Uiiited ;States as a whole.- 
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Chapter 3 



PMORmES FOR IlESEARCH ON THE INEOME 
AND EMPLOYMENTS OF OLDER AMERICANS 

- :3*SJ i>uSlPi« chagter is to suggest an igenda of ' priority 

"^rasearch topics that constitata the mc^t uajwrtcyatare^^^ 

idvaB^ement in knowledge ^an enhance considerstioa oLnew policies 

^relevant to the income and emplbymehji of jbh^^ 
r^genda is structured along the^lineg of the orgsmzation of policy, issues 
set out eiflier in chapter 1> Thetco^nt of thejag the 
ii^U^ singled out in uiat , chapter, i^a the specific research topics are 

f deeign^ji 1^ be increment 4o ihff^kndtvle^e^^^e c^^ in the 

ajmendfix to this report and discussed in chapte 

This apterz;C^ i^Mzi^lely- M^ii rese relevant to 

major pojicy issues^ 5hu8, research topics not directly relevaht to the 
analysis^ major^ and propcwiSs axe ex^^ 

discussioqa. Analyses of specSBc policy proposals that wiU be fequired 
evf^tttuaUy/ctt-zlegisU^^^ debite are not d^oribed here either. Bather, 
this i^endai^.deids with the underlying resestrch necessary to the per- 
f^rin&Bce: of such legislative analysis. The contejct^^rom which this 
agenda springs— i.e., the curi*ent state of: the axt---i|L^cuMediOi^^ 
briefly i^ this |:|^a|>ter, b^it such descriptions are ofsilable fron^| 

V number of sburcis/ _ ■ _ _ • 

^ L DATA i^AILABIfclTY 





J . A: REtEvtii#.'i^xTx Bases 

If i i^earc^h iEtmt^ate val^^^^ do 

'within'tiie boimS of featsibHity; An %enda which does notbaj 
' tofc-a^^ as a guide fty-.ldng-runfTe 

pdamcdng msiy be notBn^mpre than a ^vish list^fbr the shbr 
Siiei^^zissues presented in xtui^ chapter can be undertaken wit 
u^C^lli^^^^ ^^^^ sources or \vith the aid of data sets currently;^ 

itet. > - ■ >, 9- ^ - '^^^^ - 

tyBes of data are required to peiftrm rese^mE con- 
i<&& of retirement and employment of older AmeriSimsr (1) 
^phie data such: a^ age^ sex^ race^ and household composltlbn ; 

^income by source, assets by type, retiteiiSent 
benefit receipt^ ah<^ayihgs behavior; arid 

ottb« atHkte oUbA ail In yaripua pwearch oseas: _ ^ 
y on^vlnir^ Review cf Studies uring tj.ff: Time Serlet ^ 



ished-paporr l^brtiary — 

Jlnjsomo pFOgmnu," unpublished paper, 

' JSSiS Rl*Sitor©y »nd_Gei7 H^adrlcks, "Retirement Income to an Aging. Society: The Ne^ for Better 
rnftHTUfttlon tor PubUc and Private 4^eel4lon9/' '* ' " " — ^ - * « 



ly of the Elderly,'^ unptft 
adt) Effec:ta of RetlrcmeS 



Thf^ Urban Institute, 



aa rn vnvc ^ ^orawwia j - tTrban IfSuuUr^per JDec«mber-l97«. 

"Income Adequacy and thg Elderly: Priority Research iMues/* Mar. 31, 1977. 
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refciFemeist rtdes. . „^^i\„u\2 whicH: oontain some or^all of 

leveril maiof data taseg^are available wpi interest 

here Iti idditiori, .severa data seta^CB^^ntiy u /oscnbe the 

viae tmidh,or aezt«qui^te d'^^^^/^^ftSs latk. collections) tVmt are 
data ?et* Coth%han the re^ul^^ ^ available on both;indi- 
univeVstf in^natSfe, CAdditHin^^fag^,,^^ narrower m.^^Cope, are 
%idual9 ad paision 8ys« wl^^ , 
: useful in specific research projectA^. 

THE LONGlTTJDlNAt KETlB^ENlt 



HtSTOHY BUBVE* (tKHS) 



.0NG1T.PI... , ^ ^lucted by the 

the LRUS is. « le-yfMn"^;? 

Social Security '^'''^^r^ 
sources, and actmtes o^_Amer cans^ flt^/svirvey was t"ken;n J||9 
retirement period of the 111 e cve^. ^ was reintervie^e 

and inelud^cl imhviduals aEed^S8^o^|. 1 reUrement . nd 

LRHS to examine issues reiatin^ 

of older Americans. i : V - 

2. THE 1^3 CPS-SSX EXACT MATCH FII.E ^ 





with covered employment, vvniievin- ^gcome outdated, another 
Se has somevvha^„air.ini^^^^^^^ ,,c«nty earnings 

llSM'SSSim^f , ,,,a to examine issues sivLOundiW . , 
.^^fexarrnat^^^^^^^^^^ Ts dati, base for simn^ 

• : : 3 pf NSIONS AND SXVtNOS SUKVEV : : _ 

'%i.i:Son.oiS.survey.,j;^ 



-^""^--^a tilled de,«ip£ on-s«: Bmnte A. Clemmet and D. Bruce Pe , ^ 
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While this data file has vS^iio fbrresoarchors 

in the area of enujfeymmt and retirement of older workei's, a few 
.caygats ^ to tho:^^^ pf the survey must bo stiiited, Firstj the • 

President's Commission Jh as undortakon n large scale, ver^ compre^ 
hwisive sufvey^^ and this task Avithih a lirnitecl 

time frame, ^he feasibnity of this imdertaking is therefore subject 
^^Pi^y^stibh. Second, i^' the survb^^ data are to be used iis a basi^ 
for the analysis of the impacf of retirement plans on savinirs behavior, 
the enn'entr tiirie ipericp is *^^picul sine today -s high in terestN 

rates vind rapid price inflation woulu bo expected to impact on savings ^ 
behavior qiiitb sighifi^ntly. Finally, the types of diita which are the 
primary focus of tKisisurvey are the types most subject to problems 
of ndnrespdnse a^itl tmdorrepbrting. Hdwever^ if these prdblems are 
properly acUlressecl^ tlio survey can bo of trehifehdous value in examin- 
ing* various research issues. ' 



4. EMl'tOYEE/El^ProYER SURVEY OF ' RETIREMENT POtlCIES 

. ' 'This^urvey is bo/ng coiit^lucte<l fo^ the U^.S. De^^^ pf i'iibbr. 

, It-is designed to obtain data on the retirement plans of a sample of - 
brriplbyees arid on /thfeir employers* retirement jiblicies and pbrisibh 
• : plans. The employee portion of the survey containsdemographic 
mformatibn,.questR)ns on health limitations, attitudes toward retire- 
ment, labor force historyi income ahd assets, and retirement plahs. 
The employer portion contalii^ queries on company reldrbmont age 
' policy, iihticiplited Costs resulting frbcQ the increased mahtlatory re- , ; 

tirement age, and nonretiremen^Tehited benefits in adilition to basic 
' back|^rbun<l data on the fimis. The pensi bh plait, spbnsbr survey will 
obtaiii data, on the number and composition of benefit payments, nmi 
pray isions if or e a rly Te t iremen t , ves t ing , and b th«r pensi on f e a tu res . 
This survey will be completed .by_ mi(l-1986, and should provide 
jGsmirehei^ w a rich data base fbr the analysis bf jtfehsibh and 
retirement issues. 

4 .... ; ' \, * 

5" THE SURVEY OF INCOME AND PROGRAM PARTICIPATION (siPp) 

This surve>^, sponsored by the Deparfment of ^Health, Education, 
, aiul Welfare, is cuirehtly under development. This hbusehbld survey 
has beeil designed to produce data on income^ assets, liabilities, pro- 
gram eligibility: and participatibn, taxes3 /])ensioh cbypraget savini^Si 
and demographic composition with sample sizes selected to provide 
slatristically si|?nyic data fbr^ach Stat^^ The^ury^^r js no>y Experi- 
mental but will be conducted on a recurring basis beginning in 1981. 

' "^IP? bffer^ several inlprbyeiiien 

(such as the £PS): it will provide reliable estimates by State; asset, 
pensibiij and health data will be ob taiiied iii i^riBater detail, arid iricbrrie 

/ " will be reported either quarterly or monthly as well tis annually. HEW, 
, in cdrijurictidri with the Bureau bf the Census, Js curreritly cdriducting 
an income survey development pro-am (ISDP), tl^ main purpose of 
whicb^is to 4*esolve 41 series of technical and operatidnal issues priot^to 
selectii^ a final design framework for SIPP. Data from both the ISDP " 
and SIPP will provide anaiysts vvith a greater opportunity to investi- 
gate Jnchjssuesa&tru^^ prbgrarh benefit receipt, savings behavibr, 
and retirement patterns; 
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/ 0. PENSION PLAN DATA UASES 

Administrators of {)rivate erripfeyee benefit 4)ltvns \vith lOG or ril^^^^ 
participants are fequirbd by la\v4x) file an EBS-1 form imnually w.ith 
the U.S. Department of Labor, This form contains tM follP^vihj; data 
items: Sponsor and administrator, typo of plan; sources and methods 
of determining contributions, me^^ asset tu^iirnidatibh,^ 

reljiiirements, vesting provisioiis^ portability or iQC^procitA' features, 
length of service and break i?l service jiiles, rbquir^^^ 
benefits and benefit computation procedures, joint and survivor 
annuity provisions^ and re<iuiremehts for welfare benefits. /Phese 
terms^ are processed and ore currently available oh computer tape. 
They provide a wealth of information on the typos of pUins of- 
fered, with detail on specific plan provisions, the number pr activ^^ 
and retired participants and beneficiaries, jmd tUita on the number and 
• cause of plan terminations. It is a valuable tool in an^ analysis of the 
impact of specific pem^ion (or welfare benefit) plan xlesigns. 

The U.S. House of Representatiyes Peijision TMk Fo^^^ cbhducted 
a bne-time survey of public employee _retirement systems. This' 1976 
survey sampled a iihiy^rse of BS Federal wid 6^330 Sta^^^ 
government pension plans^ The sample frame covered 100 percent of 
FederpJ employees' and S6_ p^r^ent:^^ 

Was desiMed4:o provide informaition on public pension plan adminis- 
' .^ration, benefit structiir^j:fiMnGe^^^ 

- gathered data from approximately two-thirds of/ the public pensiqu 
funds with assets in excess of $50 million. These data include informa- 
tion on statutes^policies arid practices affecting pension fund- invest- 
ments in::197?_"75^ These two surveys, taken together, ' proyide a 
considierable breadth of data for research in the ajpea of public em- 
ployee retirement systems. 

B., MlCRdiSIMUtATION MODEts tJSED IN' RETIREMENT INCOME 
, ANAtYSIS 

Throughoiit'thiS chapter^ reference \vill be made 4;o seV'eral existing 
microsimulatiori models which use (or will use) as their input some of 
the data basesi^desefibeci above. A inicrdsimulation model is essentially 
. s set -of; coded compnter statements, whiclx replieate i ;ihe rules and 
regulatibhs of existjiii^ of proposed taxes,! pensions^ sooid insurance 
and/or welfare programs, combined with^^ a seV<rf iSunUady^^ 
assumptions about individuar behavior ^md Memoiprat hie and eco- 
nomic change. Input files which contain (hitaim intliVid iials, f ain^^ 
or households (Le., micrdrecords) are passed through this set orcoding 
to provide estimates or projections of costs ,^ pfbgrar or 
partieipatits^ and income distributions that can be calculated at 
v^ying levels of aggregation ._ _ , ! _ : _ 

These simiUation models have teen used to investigate various 
issues with respect to inebine tax and transfer-programs, and they 
will Continue i<i be crucial in future research. Some of : the res^ 
topicsi^ttescnbed in this chapter \Vill rely upon such fcnodels as the 
pOTLcipd tool of anab^sis. A brief description m severali^f these mbdels 
fellows. (While nbtr described here, there are other -micro- and macro- 
'models that generally are narrower in, ^cbpe in that they focus upon 
a particular program or subset of programs. Such models are of 



great use in ah ahaly§is of individual programs; however, they are 

fjmited ih-their ability to examine numerbus program^ 

and therefbr© cannot, model important program, interactions.) 



1 . , dynasim/microsim 



DYNASIM ^dynamic siiQ^ulatibh of income model) was developed 
at The U^l^ttu^!l^^titutq: A version of this model wa^ adapt^^ the 
Hendrickson Corp. and renamed MICROSIM. Both models use 
micrdsimulation .techniques which simulate year-tch^ear chari^^^ 
socioeconomic characteristics of sample members bjr applying esti- 
mated behavioral roiationships to individual units. The models are 
well suiteil to Ibiig-terin projectiohs:- The DYNASIM model simu- 
lates the rules of major income transfer proi^ams,^ with tli^^ p 
use bf the ihbdel having, been mndysis of retirement income ^issues. 
D YNASIM includes detailed simuUitibhs bf privtvjte pension and social 
security l)onefits aiid the SSI prograni: 

: ■■ ; - - ■ / - ' 

• 2. THIm/mATH y' • ' 

The transfer income mbdel (TRIM) and'' the microanalysis of 
transfers to houseRohLs modql (MATH) were '(lesignod to answ^jr 
(luestioiis relevant, to the lormatioii of social welfare policies. I^KIIVI 
Was developed at The Urban Institute and later jidapted, revised,jvnd 
renamed MATH by Mathematica Policy Research: The core of bp th 
models is the s^et of modules whick apply income tux ami transfer 
protTam nites tb th^Leharacteristics of mdividual households in a sur- 
vey and -calcuhite program outcomes by iigj^rcgatmg the 
outcomes. The sample can be projected to reflect a later year trim the 
survey year by changing the sample weights tb:reflectchang4i^ 
graphic, ami ecbnbihic; characteristics, of the Pop«l»it|on-_ This^i|ch- 
nfcue ii static (unlike the dyndrhic prbeedaires Used in D YNAbtM/ 
MIGROSIM) antl is more reasonably confined to short-term projec- 
tions. The major advantage ptihe.sc rnb(lels is in their simulation of 
heeds-tested income traniifer programs. : \ l , _ 

The four models described above use currently existingdata. bases 
and are therefore Subject to the limitatipris:imposed Jsy. to 
The mo(lels* eapabilities will be , enhanced as improved ((ata :^ets 
become available: In connection with this^^an brigbiiig research -project 

. at The Ur%>ah Institute will investigate the improvements^ which, can 
be rdade m the four/inodels described: abbve as a result of the mtro- 
duc^ibri of the SIPP data bases;. | 

It is obvious from the tliscussibh bf the previons sections that .the 

' range bf researchable issues.is largely constrained l>y the arVailability 
:of data. The following s^fibn (liscusses some of these research limita- 
tibris imposed by dat^a^gaps: . ^ • ^ 



LiMitATioNS orf Research Imposed by Data Gaps 

^he range :pf pbH^ ^hich can actually be subjected, itb 

research is defined primarily by the availa^^^^^^^^ 

priate estimating prbcediires. Thorefoi-e, a key determinant m deyelop- 
irig a research agenda is the existehce bf the necessary tools of analysis: 

TrHeMICROSfM veralon dpes not presently incorporate the ability to simulate trarisfof proRramfl. 
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■ prociAiSit^fllcS th^f^^if '/t^ whether the obslrvi • 

^ llpis^^ fe.s'„fiy'ig sstinssiM 

mfrir^fJl s lifetime. The sui^ey design and data cbllectibiv required to 

in lh!%°"'' 1™^^/®™-,'''^^ constraints limit research Bapabilities is 
m the area of ifftraftpmly transfers. The contn£»Sbn oSild 1 l^n^ 
arrEngements^ agdWSlamily transfers of ^viK^or^cosl tolhf 

re^'^ri!*; '^h'^ k*'"^^^ import^t to^c. H^eW the • 

to date^^hich has investigated such transfers has been sWcula- 
5iv|,and sketchy due to data insufficiertt to support a^mSeS 
research projecL^^f^^^ difficult to o6taii rS?e data on 

menST Mrn« ' '^'^^^^y ^mfers are often not weirddcu" 
mented , hard to - measure, and easily obscured by the donor An ' 
a^^ysis of the extent ai^ magnitude oTintraf amily transfei^ I imp4- 
tant if one is to comprehend the econofic status of the aj^d aSThe 
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true-ipcjiUence of bimleii resulting from provision of adequate incoitie 
to the elderly. Thprc is alrfo a need to mvestigate irrcenlives pr^ 
incentives for such private transfers inherent in the public transfer 
programs. Each of these research issties must be postponed tihtil better 
data are obtaiiieii- _ - 

A third example involves an evj^uation 
of inuntefation. on emplojrpient oppprtunities and retirerneht pro- 
prams. While j>glic^j[uij^y&^ ^aye^writtfen hume^^^ 
ing the proiecte(l inipact of the changing demographic composition 
of the population on^m^ pro- 
praras^ none have addressed the impact of immigration (both l^gal ami 
illegal|. As a result of recently faUi^p birth i-ates, an ^incre^sing per- 
centage of the net change in population has been attributable 
impiigratibiij even excluding the impaet of illegal immiggitiori, tem- 
porary workeirs, ^nd foreign students. Research proiccts which in- 
vestigated tho size' and composition of the immigrant population and 
projected trends:, in net imrnigratibn w<)uldi^sub^^ 

Rfiowl^ji^e of the influencig.ofjhis component of pbpuhttion change on 
employment opportunities: acd retiTcment ^^^^^ such 
research will not be forthcoming unless methods are devised to obtaiji 
reliable data on the total imHiiJ:ra . • 

One final example of ^he constraints on research irnpofiec I by data 
Sliinitations involves : th^| lack of infonriq-tibn on the' ''untlerground 
e ^noin y:" It is a widely accepted view that many older perspns re- 
ceivuig special -§ec4irity retireiiient ben&fits are employed and receive 
their earnings in^ Jh^h to avditj loss of benefits resulting from reporting 
earninjis to socifld s the limit^imposejl by the social 

security retirement-^-est for full-benefit elipMit^. ^ , a 

Estirnates of the extent anil cost of,,^ij^^v^sion vafy wi^^ 
is there any information on the comp6_si|i4^^ 

earnings go unreported. Given the illegalugaif suck practices, it is 
unlikely that such data -will ever become a^^ailable. We ai^e therefore 
confined to sketchy estimates of the^cost and number of participants 
in this evasionliahd: eahnot con^^^^ ^o"^prehensive anaLys^^ 

the impact of tfie social security retiremeAt test or other such financial 
retirement incentives. ^ ' _ _ _ . 

The above are just four examples of the liraitatipnsidata paps place 
on ^research. Numerous other exiamples could certainly be identified, 
but these four serve to "illustrate the influence of data availabiHty 
upon the development of a research agenda. 

II. ipENTIFICAtlbN OF PRIORITY RESEARCH ISSUES 

A. Research on Issues of Benefit Adequact and Fairness 

The poHcy issues listed in chapter 1 as issues of benefit adeqtiaey ^d 
fairness cover Uie^ current adequacy of retirement inebme ancl benefits 
for the aged, tKe adequacy of such income and benefits c^er time 
the fairh^ of treatment of various population subigroups, particularly 
wdnien and minorities. The research topics related^ these issues that 
represent the top priority for further work, are discussed below. 
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i. MEASUREMENT OF AN ADEQUATE REPLACEMENT RAT& 

i Social plunners have ioijg: been concerned with providing an acceptT 
\ able rate of je|}laeeiri6nt d^f^anli after ret ireme^^^ 

VYet, the conceptual i?alidity of '/replacement rates'' a6 penerally de- 
pned remains ojpeh to question dii aii operational basis. The terrti 
\Jreplacement rate/' as most often used> refers to that portion ot a 
r^^tiree's j^fior earniiij^ which i& rej>laced by s^ocial isecurity aiul^ other 
pc^nsion benefits, Such a definition is limited in scope in that intakes 
mm account only the proportion of retirement cuj^h benefits to pre- 
retirement gross earh-ings. Such a ratio is not ihdi^cc^iye of the'Tef^^ 
dispo^ble income pre- and postretirement which is available to a given 
incHyid^al, of iricbirie might take humerbus 

other factors into account. - / ^ ^ • 

I _L:Fi>r_ example ifor^wprK typically involve^ more than 
simply w&es. Many employees receive in-kind benefits such as sub- 
si'S ]^ed CO verage under and 1^^ ® ins^irance pi ans, the <3^pbr tuiii Jy 

to invest in profit-sharing plans, or the benefit oi preferential financial 
treatment frbln company credit unions. Oii the other haiid, epiploy- 
ment entails expenses; many of which are mandatory in naturS, such 
as payment of iiUiome and payroll taxes. Union dues, commuting costs, 
ana other work-fel at ed expenses are afeo part of the bbsts of employ^ 
ment. Both the work-relftted benefits and costs are usually terminated 
upon transition ih\labor fbrce status irbm wbrkei* tb retiree, 'l ^ i : 

The measurement of replacement rates; nal-rowly defined, does not 
take these jtems ihj^b cb^ calculatib^^ 
which did consider these itema would calculate preretirement income 
as n^t earnings pi u s ^he ya \ub of in-kind w^rfe-cbnd i tioh^^ b^tiefi ts 
and compare it to postretirement benefits- under the applicable tax 
treatment yam^^ for changes in expenditures typically assbciatetl 

with retirement. w 

If the detemiinatibn of aii adequate replacement rate is 4i valid 
societal goal, then a highApriority research agenda shbuld include an 
anjalysis of the conceptual framework underlying .the ''replacement 
rate ' notion and ah emmric^al investi^atibn^bf^the impac^^ aJler na- 
tively defined rates. Sucri a project could be undertaken with the use 
of a Ibhgi tudina] (lata bas& such a^ 

on preretirement eaminj^ and work-related expenses and on postre- 
tirement benefit levels. Data on in-kmcj employment 
fits may not be sufliciently comprehensive on the LRHS to peiroit 
reliable esjiimatibh. However, additional data sources might be utilized 
to impute such data to the LRHS file.* Some analysis using the LRHS 
of how expenditures pre- arid postretirement differ has just been com- 
pleted > but further refinement of that wbrk,*bbth in terms bf cbinpre- 
nensiveriess of expenditure categories coverefl and4n relating expendi- 
t u re rh ahge tb rep 1 acemeh t 1 e ve Is , cbul d be und ertaken : i _ i _< : ^ 

Another- important aspect of replaceraent rate measurement is 
tempbr al , Typical ly,^ repl ac^^ment r ate^an aly^ is h as the new re ti ree as 
its reference point in judging the performance of ji pension system. 
However , giy eh the wide rah^ of b^hefi t admg triieii ts appl i eel by 
different systems after retirement (from semiapmmil GPJ adjustments 

^ For example, the t)epartnicnt of Labor publishes^datiby bccupatlbn w)do bri tho prdpbrtidn bf cariilnt^s 
which wage supplempnts (health Insurance, etc.) repre««ent. 
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in Federal omployop pension aystoms to no rej^ular :a<^usto^ 
{Treat many private employer plans) , and the mcroasmg ^tvorage Tength 
bf Hfe in retired status, methods to ]U(lge.chan^[ing incomG rephiceme^^^ 
ovei* time should be reviewed. Suchai consideration xaisesj the question 
of bow •expenditures may change for the aged after^ff it^ie^^^^^ 
Into very old age (a period not covered by the LR^S). Whether or 
not a special agetl verelon of the CPLshouUI bo used ;m;mea^^^^^^ 
replacement arid/o^^ adjus^^^ also: receive further : 

investigation; 

2. EVALUATION OF THE (rAUSATIVj: FACTORS^^ RETIREMENT 

INCOME I'ROHLEMS 

In order to address existing retirement income problems efrectiy^y^ 
one liiustiii-st ideiiUfy tlie caiisb of the pmWems. Retirement inc^ 
problems may entail bbfji sltiiations ire which Individuals r^;eivo in- 
ade(iuate retnenient .income and othei>; in which individual? i^^^ 
more than is actually required to maintain a nreyious standani oj 
Irving The latter tproblein may arise as a result of oveipensioning. 
Military persbiuiel, lor ^^xa^nl)le, often retire with full pensions l>lu^^ 
social security coverage at age 45 and still have 20 years or more in 
whirh t<> earn pensioiis under qther public or private plans. 

Inadequate retirement incomes may bo tied to several causative 
factors, Inade(iiiate retirement income may be the result pi an erratic 
work liistory, inadequacy ol-i)ehsibh coverage, tack oLadjustmcnt ol 
wa^ro credits^ or retirement benefits for inflationuob mobility artO, non- 
portability of pension plnns, HrHitations on survivor beneht^, di; jt 
rnay simply be the resulli^of imnleciuate planning on the pai^o! ttie 
retiree ~ ' ~ - > . - 

The measui-cs which coulH be taken to resolve reUrement income 

problems (problems bf bpth inadequacy and excess) v^ary drastically 

According to the caujsative factor. An assessment bt^ the roots ol the 

problems is vital if clfective solutions are to be found. 

. A- 

B. Research on Financial Issues 



The policy issues identified in chapter 1 as issues of fammciite: retire- 
ment ihcbme and financial impacts of pensions are as foUows/ 
(1^ The a{lequacy of pension plan financing: ■ . . 

(2) Methbds for sharing' tlie costs of re tire men tine ome provision. 

(3) The impfwit bf pensibh^ on saving and investment; and : : 

(4) The fiscal policy implications of population aging and methods 
use{l to finance Vetirerrieht ihcbine. - ^ ^ ^ V 

The rosearcli topics related to these ^issiies that represent the top 
priority for further wbrk are discussed below: 

I. IMPACT OF A VALUE-ADDED TAX (VAT) 

The attention given the idea of a yaliie-added tax by Senator Long 
ahd Representative Ullman has elevated interest in its ramifications, 
but little research has been <lone bh VAT itt the context of the Ameri- 
(van^cbnbmy arid tax-sy^tehi: While VAT-is basicaJly. a generfU 
finance issue and not a retirement issue, it^is mchided here because 
the cbngression'al-interest in it has been generated mostly by concern 
about the level of the sbcial security payroll tax. 
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. Ee^axch on VAl^shg^ impacts in the cdii^; 

^^ul f;-- imghtjbe expected Id accompany such 

legislation. Thes Reductions in the OA^DHI 

t^Tate and^<^r wa^e base,_rejluctions in income tax rates, tax breaks 
for m vestment mcorae, dnd the earned income tax credit 

lor Jow-inc(Mne_ wage earners. Research on variatiphs in VAT itself 

r,^/®^P®'^K^ --^^5 ^^'^i^^^^ applied^to specific goocls and 

services is also needed.,: ^ _ 

: - T^ep are:at least^three major bbiectives in research on VAT ancl 

' ^^f^ ^ax chang^^ It is important to know how such proposals 

wi l._unpaQt the^ distribution of income among individuals and house- 
^ holds relative- to cu^^ laws, both in the shbtt run ahd ^vcjr 

tune^tp adentify which^groupa are better or woree off financially and 
tipw |anous measures o^^^ are alfected (e.g., size of pPvertv 

, population, :prQgressivity^of - taxes singly ami in combination, income 
distnbution amote Shoxt-run analyses can be 

, accompUshed with :existmg data and ^he TRIM ^^MAtJi micro- 
simulatron moctels. A^^ ^^^^1 
undertaken^with existing data.and the D YNASIM model. However, 
further behavioral res^^^ and better data on assets (see 

discussion ijv section 1 1) would greatly improve our understanding of 
how these potential shifts iii taxes would ultimately affect househdhj 
income. 

.u'^u^vf?^^^"^,^**^^^^^^®-^^^^^^^^^ VAT would beid estimate 

the behavioral consequences of such tax changes. By iricrfasing taxa- 
tion of consumption and reducing. wage taxation and/or taxation of 
investinent income, the following types of behavioral change might 
be stimulated : * ' ^ ^ 

/utl^^^^^^^ -^^^^^^P^^^" ^^^^ taxed to untaxed L^oods. 
C^^^^eduction in consumption and increased saving. 

(c) ^Shifte withih ah expenditure categoiy from higher to lower- 
pnced goods. _ - 

(d) Jncreased work effpnj a^^ labor force participation. 

(e) Increased hiring for part-time vyork; and 

W Shifts in yields on different investment instruments. y 
P I • ® 1^ i"ierest, which probably db riot cbhstit^te aii 

exhaustive list, the impact on versus consumption is tile most 

rniportant m terms of the need to improve our linderstariding pf 
• behavioral response, and it is an area of great relevance to the appro- ' 
priate mix of public and private provision of retirement income in the 
future. 

^^^1^^^^^ objective is to examine, the potential consequences 
of/VAl for btate and ideal finances. Reducing Federal taxation of^ 
^vestment income wp_uld_ lower the attractiveness of State and local 
debt instruments to investois and thereby raise the cost of bprrowinL' 
by _bttttes and IbcaUties. Should VAT result in a 'more regressive 
i^_^deral tax structure, State and local governments might find them- 
selves pressured to reduce their reliance oh sales taxbsand to adopt a 
.■more progressive tax structure. Such impacts could ijesult in behavipr 
by btate and local^pvernmerits J:hat \vbtlld offset^ at least partially 
the intent, pf the Federal tax changes: The most likely State/local 
responses to _VAT should be reviewed in temis of how they would 
affect the estirdated irhpacts of the Federal tax changes. 
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Finally, Uio macrooconoiiiic iinplu^atioiis of VAT are aii iinportaiit 
subject for study. Givoii thejuiticipatod ihd aiul institutional 

resuonses, it would be expected that piTC<?s, employmeiit, investment^ 
•aii(l economic jj:ro\vth \vould be afFoctcd. These offect^^ are important 
inputs for iho l()n<jj-run study of impa'cts on indiyidut^^ as \vell as 
beiii|j: valuabie direct measures of th4/vahie of such a policy (^haiij^: 

2: adK()1^a(:y ok pension funhin^ unuek uiffekent. economk? 
' • ' scenarios 



: Social security ^finaiK^inj? set based on Jonf^-ran^e c(?onomic and 
d e m c>g ra] ) 1 l i c t rem Is ass u m e ( 1 f o I^ a 5 0- t () 7 5;^ e a r pe ri o < 1 . H b\v e v e r , 
fhuuK'inp: is on a pay-as-you-j^o basis, and lonj^-ranj^e plan is vulner- 

for the second time in this 'dccacte. Wliile private plans are im^^^^co 
funded, shdrt-ternl ecbn6inic> circumstaivces can compel ohanfj^es in 
pension phirwj that require revised fundin^j: |)lans or special fundmj^^bn 
a sejuirate bf^sis. Give 11 recent experience with iiiflatibn, ail imem ploy- 
men t rate that has remained at or above 6 percent almost every month 
in the i-iast 5 yeai*s, and jjjreat Uncertainty over future Gner|j:y sources 
and prK^es, the vidnerability of social security, i)rivtiiLe nfens, and 
public ompioyeo plans (whicn include luith advanc^e-fumleu and pay- 
as-ybu-*r^o phuis) under different ecbnbrhic sceriaribs deserves more 
attention. ^ . 

the ease of _s<>ci^il security number of options ^ c^/T^nt 
financing: plan are beinj^ discussed^ usnally involving reduced reliance 
bn^he payroll ta.\ i^ 

tax) or general revenue contributions bascfd on various formulas. Ex- 
amihatibri of these different financing approaches is needed, including 
options specifically geared to be triggered by certain economic events 
) siich as high uriempTp}^ment. This analysis should be condtptecl for a 
wide' range of economic scenarios, with the interaction between the 
particular financing method and the performance of the .economy 
explicitly taken into account. The objective of the ahalysisr.wo^^ 
determijie how to obtain the brotujest (iegre<5 of insurance against an 
ecbhbmic ( 1 etenbra tibn of the social socuri ty tr u s t f u ric 1 balarit es for ^ 
the least in veSjtment of tax resources: y...^ 
-_ For empl by« r j)ensu)n pi ahs^ t h e 'pr i nci p a 1 ecpn qm ic t h r ea t cii rren t ly 
i& the impact of mflation on the real valne of benefits, since fiwlf a& 
pltvn s in ak^ regii 1 ar adj ustmen t s t Ij at keep pens ions f u 11 y pro t ec tfSl 
against inflation; Projections, bf pension costs are needed forr^^aribiis 
aj)proaches to inflatibii adyustmerits under a broad rarige of efetoon;flc 
scenarios. Df particular interest in the analysis ()f private pi an&J"" 
likely perfpnnance of pension fiind assets vis-a-vis Ijie rate df 
under thesp scenarios. 

. 3. INTERGOVERNMENTAL FISCAL IMPACT OF POPtjLAtibN. , AOINl^ 

It is E weil-knowTi fact anxl of considerable concern that' Fed ^rp,! 
Ipemling ^v^ill^^rise sharply as^ the^pbpul atibri grows bid er uiilei^i^ i^u^ireii^^ 
bu(lget policy is revised with respect to aged benefits or soilie oUw 
gbverhmehtal activity. However,^ while public spending on aged 'bene- 
fits h^s become essentially a Federal function — with certain ex^ejrai^ai*^ 
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(Stitte/Iocttl omployoo retiromont .systems, Statp siii)|)lortiontatibh of 
SSI benofits, Sliito jmald^ 

ties continue to proyide the biiJk of the expenses ()f piiblic dUucation 
{over 80 percent), they pay close Xo half the welfiue aid to needy 
families with children, they account for'nearly 90 percent of the costs 
of ihv. criminal j us tic cr system, they ()perate and share in tlie costs 
of employment and training itfo^rariis^ soeiiU stM-vices^ tm^ 
health care services. I'hus, ipendiii^ rehitecl to the population of 
xhiHIren and youth and families with dependentj^hihlro^^ 
' OyGV hslf of all State anxL local expenditures but only about 10 percent 
of the Federal bu(|i^et. More natibh\\J^^^^ ar<^ needed 

' on the butli^etary impiiciitions and im]mcts on the (puility of govem- 
nient services of a (Iwin^jling niimbe^^^^^ ; 

Since an npnji population will increase Federal spendinji:, it is often 
assurhed that ii clecliiiin^ proportion of (children, youth and younj^er 
workers will lessen deiminds on State and local budgets. Hbwoyqr, 
witlv all this biidget-inakirig occurring in thousands of disconnected 
decisions, there can be no assurance that such ihtergbvdrhmbhtal 
trad eblFs will be made. ; . 

However, even an explicit tradeoff of less Staie/lbcaJ: for mpr 
Federal si>ending based on tJio redi^itribution of tho-poi)ulatioh by age 
group would not likely hold bveralU public costs bf-tti<l t^ 
groups to current levels. Several factors may deter any substantial 
offset to increased spending on the aj^ed. First, aged d 
more to support than children, espociaUy if the aged become more 
femalb and more minority.: And most sup^^^ children still comes 

from their f^itmilies rather than from pubhc funds. Second, advocates 
of children will cbhtinue tb nia^e strong argUmer^ that greater efforts 
are needed to end poverty, improve education, and improve iriaternal 
and child health care, and 

long-run investments in children than from maihtendhce of the elderly. 
If crime declines with aging, prison expenditures may not follow, since 
sentences could be Jengthened ami/or the quality of perijil ifistituy^^^^^ 
improved. Third, it may turn oitt that a decline in the relative size of 
the child population will -jiot result in aipropbrtibnate re^^^^^^ 
the real heed for public aid of this grouf) since it wilt be composed more 
of minority children. Fourth, the psimilatibn of f^ millions of 

illegal aliens could also occur in thejuture,. thereby raising the need for 
public support of children. And firiaUy^ the fertility rate coidd rise 
above the replacenient rate of 2.1 apd change the population ^ge struc- 
ture the Census Hnreau ribw prbjefets. Thiis, it is not at 4ill obvious 
that the projected rise in Federal spending for the aged will bo accbm- 
panied by a relative decline in State/local speilding for children and 
youths. ^^ . ^ j_ : _ 

Research on this subject should begin with projections of the non- 
aged pop u 1 at i o n u n d er se v e ral vass ii m p t i bhs abb | rt _f e r t il i ty arid immi - 
gratibri. State and local costs associated vi^ith this population could be 
determined for income security and heaLth earo fin^^ prbgra iris by- 
use of the DYNASIM microsimulation modeh Several assumptions 
regarding program imprbyements (e.j^.j^^^ 

income for recipients, universal coverage of low;-income people by 
welfare) could be simulated as we current pblicy^Fof other govern- 
mental sectors (e.g., criminal justice) special studies might be needed, 
applying different levels bf service quality to the several population 
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Scliv^> of this Htucfy would bo to oSl.inato tho v«i»rt^^^ 

unil local spuding dvil lb population ap.np for a ranpo of policy and 

domopfapinc sctinarios. 

4. DETEUMINANTH OV KUttliilS PENSION OKFEHINQS 

- \ dociSioi. l)y a fii-ni Of industry to ofTor its omplbyecs pftrtiripati 
■ in Ir nonsion plan .vsults fmnv cbi.siderat.on of 'J """Vl**^/!;;^ ,^ 
The fact that pciision covoiapo appears to have Iov*5le»l off, and lio 
ox stcn 4 of various o.xtornali.n-ss,.rcson i,e.Ision plans, hay(v,,rompt od 
conSSb 0 iUoro^t in what future doMppmoiUs m pon^mn ortcrmps 
Stbo^ ran rcnt fi.clors that may. dctoruuno future pol(s,on offerings 

'"_The.inipact of rising .ocial^ecurity taxes, benefits and (^«m-c.1 
• oarningi already legislated, luvl the automatic' niflat.on adjust- 

t S - - -y 

— rost Tncreases associated with the oxisting provisi5iis_of ERI^A. 
^•-^rreation of thoPBG('by ERISA, perin.tt,nj,^fu)ancaally troubled 
plans to tcrn.ihate and have part of their hab.ht.es covered 

' bv tin iiisiiraiH'^ pool: ; i, 

-ifnion bargaining and the degree _to which certaii) types of pen- 
sions have Beconio instlti.tional./.cdnLcertain.iu^^^^^^^^^ 
—Tfio liberalization of mandatory retireil.ent age hm.ts. . 
=:.HiA.e naeB of inflation, lower r^l economic growth, and looser 
laboi markets than in the lO&O's era of rapid pension i.lan growth. 
—The profitability of various, classos of firms. ^ nR A'«v tH^f- 
— 'fho exist*nc« of individiiul rotirenient accounts (IRA s) .ft, laX 

4>xpmiU alternatives to formal iieiisibn plans. ^ 
-rSico on^rofit-sharing plan's" as a source of retirement income; 

-'Sends in public omi)loyefe plans and their impact on iirivate- 

sector emplpyee expectatibris and union bargaining. _ i; ^ 
In adltiGn^ossibleSnibhc policy responses to wuldy, perceived 
pension problems will greatly jniP act future pensions offerings. Such 
' niihlic i>bHcv initiatives could inclu(le: ^ : - __ _____ ^^^^ 

• t>go{'le adequate retirement hT^'^^^^H ^v^^^^^^ St 

> ronlacement umlel' sbcial security could be offered, which mlgJit 
IfSS educe the nee,l fpr private VfJ^W^^oy<^^% 
middle- ahi upiier-tniddle-income workers. The •greater cost of. 
. ^cial security would detract frorn fiinclinR av^aila^,le for private 
nensions Md would substitute fbi- private thrilt.^ , - . . 

-ffiS yayro« ^a:ra<i<>n. Inclependent of .Je above ^^i^^^ 
social securUy tax ncreases may be proposed for Several reasons 
ao iver the projoctea trust fund deficit to pay ?or national 
healEsuSice. or to provide a ftew social security benefit such 
' 2 homemakers- 'covera|e). Such tffixes '"^••«^«tTn f„S t^l 
reduce ernplbyeit funds available for jjensioiw, An option to 
pfyr^l tax increase that will be^considered is the estabfuhment of 
a new t^x such as a value-added^tax which would irnpact 
pSvate sector but In a manner g^mte different f^^^ S than ^ 
fcike, in that consumer demand, might be ^ffectc^^more than 
employee benefits and compensation. , 
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l^isibns mai be nrdposca. The most likely .lUimato K""' ) " 

refitihition wouUf be to use, j.rivato i.lans m P'" ' 'L t 
system with ..itiversal coverage of a I jobs ^ 'Aombmwi^^ 
.security-employer pension that nvOuIU piuvulo oom|)letely poit- 
able credits with eariy vesting and iiide^eci benefits _ 
—nemmons in tax ireameiil of rerrrement .p/arus. Hie .tax _sJ^4o^l 
Si be used to induce fuHlicr ..tili/.alion olWndlVIduaKret^•e- 
• Sent; ftccoimts in lieu of pension plans: .Vlso. the tax code: jm^ 
visions that dcfino plans qualified for t^x exeniptions ol eanunfrs 
and employer contriW.tions could be modified to orctva restruc- 
turing i)f pcnsioH benefits or to aciiie^e at least partially the 
eoals of further rogiilation cutcd iiboLve. _ ri^nn Mtu. 

. agint,' of tlio population, the rismp coats of ^'"^ ^^"^"^J^ 
the nsinK Interest of older neople in cOntinitUVf,' to work, pTopohals 
cart be expected to compel .ah Increase in the riormttl re Uremont 
.ttKC of to induce later miremehts Smce . many J)nv.ite^ pl.i_ris 
now encdurage early retirements, such a piibhc i)plicy inHfht Torce 
tt ledesicn- of private plans If sifrniflcant extensions m jn^hviduals 
wo?kinf liver were realized, e^specUniy if couplecl. with higher 
sS security benefits, the need for private pension coverage 
could biB greatly diminished. , . „ .^- .^ 

The ability of pension experts to iJredict the net result of all these 
forbll for pWn offerings'^ is quite limited. In ^^^^^^^^^ 
developments that increase pension costs to ^empic^ers^^ that provule 
bmbloyees with greater options for retirenvent income, 01 that weaken 
tlT Sutionaf .md market, forces promoting P«p-'«» °ff«"">^,^:;^l 
^tard future expansion of co^^rage,or ^^^^^^^^^^^^^^ ) 
Conversely, a potential combination ofvfactors such^ah ti^ht labor / 
m^ketf^ontiilue^l encoufagempt of pensions throug^^^^^^^ . 
a constrained or diminished r^le for social security couhi stimulatfi 
re^wed growth in pension ofiferings. Research is needed tp_ deve^p 
esUmltinl models to predict fiSn behavior "^cr a varie^ ol^^^^^^^ 
stances: folicymjikers cannot take mto account he ^ ° 
newj)blicy initiatives on retirement.incame without a better r^^^^^ 
•of prediction of- the private pension sectpr's responses to changes m 
public laws as^Wcgufations. ^ , 

e.- Research ON Employment Issues :^ 

The pblipy issues listed in chilpter 1 as issues of employment and 
retireraent of older workers , are as follows ^ 

priority for further work are discussed below. 

1. MEASUREMENT OF^ IN^CEN^IVES FOB LABOR FOkCE WITHDRAWAl; 

Experience with inflation and the gaps in private' ."^Yf 
suggest thjxt retirement benefits^rSM fee much less ade 
futfre than onfce thought. At the same tmie, increases -lii longevity 
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and a decline in the prbportioh of the populaMon m tte 
niake it^ Uncert^ain .wl^etner e^ current inadequate benefit levels 
can be fihanqed; Thud, policymakers-are; to powerful 
forces. On tibe one hand,^ there is substantial public pressure to reduce 
p<|verty amon^ the agedi^^rpyide^ 

after retirement, and ensure adequate benefits to all jvorkers regardless 
of their: jmt_teiT^_-^p^ *1^® otlier^^fl^^^^^^^ 

source can be tapped to fmance current Benefit obligations, much less 
fuHherii^benefit 'liberalizations, without incurring the Nvrath of* 
taxpayers: i. . : : - nf' a - - -i 

- - In response to this dilemnia, some ppUcymake^ and analysts have 
proposed increasing the retirement age. Hbweyc«*i_legislatip^^ compel 
this would be controversial and perhaps politically unfeasible. A more 
acceptable way to resolve the jjolicy dilemma^ without: ex<J^ 
];ncreases or- unpoptilar benefit reductions^ would be to develop 
strategies to encourage, but not cp - 
work past age 62 or 65 or to retire only partially at those ages. This 
approach w bill d allow th^samei amount^ of J^unas to be^p to indi- 
vmuals over shorter retirement periods, h^nce larger monthly benefits 

** could ibejafforded. \ : ^ ^ 

: Unfortunately, finding workable methods to encourage extended 
taj^r^fbrce particip^^^ by older Americans may not be easy. The 
current systom of public and private retiremeht programs, the welfare 
System and the tax system all provide substantial fmancial incentives 
for early and fpU retirement If^tl>9Se incentives are tcr be reyersedi, 
their full impact tnust fee understood,^ -policy options to reverse them 
must be developed, and proposed pblic^r ppUons: must 
using the b^ist available knowledge of the impact of financial incentives 
on the timihg of retiremeht. _ lz z:: ^zi^mi :_ 

Research nt5W underway at The Urban institute will catalog the 
fijQahciil ihcehtives for eariy^or ^ibrmat' age retirement imbedded in 
the prjj|ate and p^bhc^'programs which affect the incomes of older 
-SjnericSnsjan^ ambiig programsijo 

identify detrimental cumulatiye impacts. 

AdditidnjEd research be needecl beyond tfee present effort in order 
to estimate the probable number an« ages of wdrkers>affectedLjh^ 
each prbgram singly and in combination. Available data on pro-am 

garticipation and wo?k histories would be quite useful and ^11 soon 
e auginented by data from the new surveys of income and^rogram 
participation. Once such ah analysis is dpne^ policy bpti^ 
ing the incentives of programs with or without reductions in expected 
lifetime benefits, can be tested. 

2. FURTHER ANALYSIS OF RETIREMENT BEHAVlbR 

There has been a great deal of research on the de term in ants of the 
retirement <lecisibn. Recently, analysts have begun to tap the longi-; 
tudinal data on older workers provided in the loh^tuciiHfili retire- 
ment history survey ta improve on earlier studies. Despite the .exr 
tensive body of research in this area, its zimpprtahee tp t^ eritiilQ'l - 
issue of the appropriate retirement age policy in an aging society 
su^ests that the existing research :gaps :8HKbulct be filled . 

There are five topics wnere further r^earch on retirementvbehavior 
seems most crucial: 
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•ifB^v^v^^^ behavioral impact "bf mflreinai 

tax Tates" an ::eamings (i.e., reductions in net income from Ses 

He^t S-'''v '*'°°^ ^° ^^^^^^^^ ^'^niings rise) h^W rneS 

S provision, the social s^'ecurity retirem^enrSS 

bemg -the pnmarr subject of this analysis. Broader stuS that 

• Sio';^*°h?Sb' "IP^ -nemploWt bStI "employ^^^ 
pers ons, health benefite, and incbm& and payroll taxes ire n^edid 
iHhS f^'-^^^Mm^r in <wo^arner/amaz6S.-K increaLine 
S niS— P'^f'^P''*.'?" by women ami interest in social secS 
r^iff °"-/,f ^'^^^^'i ^^^"^ ^fie treatment of Sen more 

research on: the ret^ement behavior of older worked M workm^ 

b^eriimite^'1^ -s?m? l"r'r"^'" '^'^ ^^"^ li'IorShavf 
S lipon ; initial research is underway and should be 

iri/lfifl^tfn! ^■f Pf^'^f information on relirement iehuvior. —S^eys 
khnnf fJ, * worker, have little knbSS 

about the workings of social security and errtplbver nen^n nfnn!' 
and iiave planned inadequately fer^ their rS^Sent'^ Semen t 
behavior might be greatly affected by better infdrSon bn cuSent 
pensicm,ere.rits, eventual retirement income under^SrenT 
' Th^hS*- '"'', *'"- '''"*^ the 'entire retirStSd 

Stte^of'con^ d'^P^f* - '"'^^^ of understidin^g is a 

matter ^of 9onsiderable interest to researchpis and pblicv analysts 
^ (d;) /nW^on o/ health status und reti^ment S^Ec^.-^esetch 
has mdicated that poor health is a key factor in olderv^^^'S- 

SmenfiheSth T"' "^^^ ^ a corresponding impaf of 
retirement on iiealth ; i.e., early retirement may increase the likelihood 

halclSSn^S^tR^'^''''^^^ 

fhe cSfs^tri ^ -f" understanding of earlier studiss and for 

tfte costs to society: of early retirement and should be investi<'ated 
iel Emvloyment patterns after pension acc6«tanc6.-There is a sfible ' 

pStiTimliofe Wfnf l"'^ ^'"^ pensL acceptancl'espSv, 

partptme jobs. W hile some new research on th s subject may soon b"^ 
funtled by Ao.\ ther^ will still be a great: need to .md ei^tlnd be^ t er 
the workmss o this market in terms of who is in it, whj^ wSt their 
r»rrb f'^^ Pm^ aeceptance are, "how secondary bbs impact 
current and futiire income and health stal«s,how large a demim for 

dary wbrk '^'^^"^^ ancrpotentiTTseton 



3. EFFECT.S bP RETRAINING OLDER WORKERS FOR SECOND CAREERS 

^ :if working lives are extended, or if labor force participation after 
pension acceptance -increases will be a need to co^^lSS- 

wSel citd ^''If'"" ^^^^^^^ Retrainings 

mhhlli^l — productivity of the labor force, facilitate 

n^ob lity_ or older workers with obsolete skills, enable labor force 
?,iles ^Ind^l"'>"f^:' olGsed out of lifelong occupations by penS 
nileb and: impact the economic and social well-being of 'the most 
ramdiy growing segment of the population. 

fnn r^H*' ^'"1 ^hould foctis OH: (1) Projections of the need 

£Uy or■72T„^;^^^^'''''f^'"^•'^ '''^^ retiremeh 

behavior,, (2) projections of training resotirces available to meet this 
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need under current circutnsiahees ancl^ u to 
stimulate development of such resources; and determination of 
.th« likely bccui)fiWons:to_t^^ efTdrts dn given projected 

labor force needs arrd current performance of older workers who have 
made transitions from primary to jsecdndary careers. 



4. INTERACTION OF RETIREMENT POLICY AND ECONOMIC GROWTH 

Any eitort to increase labor force participation by o^der workers, 
if successful, will have macfoeconomic consequences: j Such effects 
will result ffom difl'ereiit demand patterns, a (lifFerent mjcpf labor^by 
experience level and industry, reductions in income transfer payments 
and the accompanying payroll taxes^ arid icliffereh^^ 
/rhese factors help determine a^pjregate clemand and em ploy men t,' 
priies, and ec<)nbmic <^r6wth, 'which in turn determine the size ^o th^ 
labor force within which increasing numbers of oUler worker will 
cbrnpete for jobs. : ::: : : 

To (late,: the macroeconomic aspects of retirement policy have re- 
ceived far less attention from a^ micfoeconomic 
factors involved in Individual retirement behavior. This imbalance can 
be ad(lresse(l by iii^cbrpbiatirig a ni^>rdecc)nomic motlel into dynamic 
simulations of retirement behavior under alternative retirement ix^^^^ 
cies. Such resean^h could indicate the intemctions between the aggre- 
gate ecbuomlc measures and policies to influence intlivitlual behavior 
fmd helj) determine the feasibility of siU'h policy options m" terms of 
Imimcts on fiscal policy and the economic well-being of the aged. 

D. Research on Issues of System Coordination and Design 

ThiQ policy Issues identified in chapter ! as issues of system coordina- 
lion and design are a^^ follows: . : 

(1) Petermination of the proper mix of public and private provisions 
for retirement income. ■ 

(2) Extension of Fe(leral control over public employee retirement 
plans. - 

(8) Revision of the social insurance approach to bid age ihcbme 
security i arid . . : _ _ , , 

(4) implementation of major changes in retirement policies arid 
beriefit systeiris. , ^ • i - 

The research topics related lb thbsci issues that represerit the top 
priority for further work are discussed below; 

1. projections of relative ROtES OF VARiaUS SYSTEMS IN PROVIDING 

RETIREMENT INCOMti 

The original i(lea behind the development of the social security 
j>rojg:am was that social security would provide minimum income 
security in old age for as many workers as pbssible \yith private 
pensions arid private .saving.s suppleinenting this base. Welfare pro- 
pratns were expected to disappear as the systeiii iriatured arid iricre^^^^ 
irig riuritbefs of workers were -covered. In fact, what exists today is a 
-'three-tier'* system cbrripbsed of 'social secimt^, the rieeds-testeil 
transfer programs, and eniploj^er pensions. Increased concern over 
program cbsts arid retire merit iricbmo adequacy has heightened the* 

ill 
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iiportanc^f uHderstanding the relative role of each component of 

"^^^^^^ in the way f ^^^M^^^, 
'these three components o^er^me.^A ^f.^^^f^^JSu'eed 
should be a: Ejection of 3f^|*^S^4|™^^^^^^ are 

iiisapiiisiiiis 

tifiuance of th& existing system or adoption of major system 
CariiiOt b&made. i riVNASTM (with the use 

projeSions%na ^simulates social security, private, pensions and the 
needs-tested tJ-ansfer programs. 

2 INTERACTIONS OF .PENSION XND UNEMPLOYMENT BENEFITS^ . 

'mmmwmmmm 

ment compefisation be^efi^s ^intent of the unemployment 

retirement. Ihis, oi coarse, is ^^"^^^^^^ «v«a^bilitv may un( ermine 

fillliiiiiiite 

liension plans, also contrary to the . intent^^jr^ I^^^ 

Prayer 
meht ( 

js^ esser...^^j^-_ elderly is to be obtaineU. unco again, i:^— 

analysis: 
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ERIC 



. and disclosures^ and^Grtfblib majiagefflent, and- establishes a systJn 
of insurance protection for participants in tenhihated pjans. Legisla- 
tion to. establish ERISA-like Federal-standiirds for public employee 
pensions has been introduced in the U.S. House of iKepresentatiye^^^ 
A topic of prime concern, therefore, is the impact such a la\y might 
have on State and focal pension plans. An analy&is 
impact upon program costs, vestin*; provisions, funding options and 

Plan terminations is necessary if an iniprrned de^^^ 
rdpbsed ^rveys of pension plan coverage and benefit receipt coupled 
with existing data bh indiyidual plan designs shbuld provide sufficient 
data to evaluate the impact: 

4: IMPSCT OF "^TAX REFORMS ON PRIVATE SAVINGS 

Yaribus tax inceritiyes ha^ to induce greater levels 

of private savings for purposes, of providiiig retirement incgrrie, and 
hew proposals abound. Self-etnployed individuals are extends tax 
privileges to set up Iveogb retirement plans, and ihdiyidvinls^emplbyed 
in firms \vhich do not have (^pension plan are accorded similar tax 
prl vileges in es t abl ishing i nclTvic 1 u a 1 re ti remeri t acebuhts (I R A's) . 
Inforrnatiori about the impact of these plans is scarce. There is little 
knowledge of \yhat prppbrtibri: of^the eligible i)bpuliitipri has actually 
established an'acriount, the composition oL^the subgroup which has 
done so, and the Ibhg-range impact thes^^ 

plan offerings. More information is needed on other nonpension forms 
of retirement savings as well, s^ thrift plans and em- 

pioyee stock ownership and profit-sharing plans. 

An assessment: or j:he ^e naturti of pariicipa 

lUtematives to pensions is necessary if the eU'ectivehess pf tax incen- 
tives in -inducing persbriid savings, their efl'ectiveness in providing 
adequate retirement income a'nd their relative^role^m, the multitier:ed 
systerri bf retirement income nind benefit programs is to be evaluated. 
Such a study could be undertaken with the use of ilata bb^^ 
the sui-vey sppnsofed by the President's Commission on Pension Policy 
and the eniployer/einplby^e survey spbnsbred by the Department 
bf Labor. 

5: IMPLEMENTAXION OF CHANGES IN RETIREMENT INCOME SYSTEMS 

While niirnerbus brbad -sweeping reform prpposals have been ofiered 
(e:g:, universal social security coverage) insufficient attentiph lias 
been paid* to the means by whieh such wide-ranging changes could be 
implemented. The key issues involved in a.ssessing the apprppriate 
iihj^lenientation inethodology^ include: (1) Selection: of a method 
\\-h 1 ch i n su res the le as t ad m i n is t ra t iy e c bs t and be nef i ciary fi n a n ci a 1 
ipss for different transition periocls; (2) analysis of the costs mherent in 
alternative: transition pr<>j)<>sal'S:i*\h/! ('^) analysis bf the (listributiona 
inipacts which wouhl occur under alternative schemes. If serious 
cpnsv<leration__is to b<> given to altering the <^i?> ting mix of jpensions, 
social secunty ancl needs-tested benefit programs, then serious con- 
sidej-atibri 4inist alsb bo given tb the apnropfiate iiieaiis for effecting 
such a change. DYNASlM could be used to perform siich ah analysis. 
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6. iMP^Ct O^.JOB j^EpOjtL^t^^^ ENTITLEMENT 

: : Incomplete cov^^r^e of^?Bpejg»^g|rnings or final earnings by the com- 
bined credits ^eaiil^ : ^gKlei^fe^^ security and employer pensibri 
plans is a probljBm'^ceft'b^'^^ and results in in- 

adequate^etii^ jmcornes' ami j^eq iworkers when 

grouped by sex, t^^r occnpation* ^hi's incomplete coverage stems 
^om four factors • fflrj The c^^flip§:J^fe Jp^ete cj w ages under sqcial jsecu- 
ptj-; (2) the lacl^^i gri^^ pen^n _:doverage for a large number of 
\9\>^i ^3) the lack'dte^^ability of pensioi^^^ for those Svho cha^^^ 
jobs; and (4) tK'^fiSsO^lue of credits earned in a job vacated before 
tetirenlent .age in-^y^^^ prii5*--^eJ^^^ are not indexed up 

to the year when ii:6ripal or ea^^y retire^diifet age is reached. The latter 
two points are probably a more signifi^rit problem than the first two 
since they impact huge proportion of the work force (viz, those who 
hold several c|iffereit jobs over their_lifm.imes). 

There is a need" for a cpmprehehsiye study pf the extent to which 
coverage of real w^ges-wilLbe incomplete in the future under the now 
mature systems of speial security an pensions. The methcKl- 

ology already exists for such projections, and is in the process of being 
improved under a contract with the U.S. Pepartment of Labor. Such 
projections could pinpoint the likely loss of retirement income owing 
to incpmplete wa^e a cohort 

of worker^ who will retire near the tarn of the next century. 
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IHiLICIE& AFFECTm AND EM- 

PtBYMENT BF BtDER AMERICANS : A REVIE^^ 
OF OPTIBNS FBR CHANGE ( 

In Chapter i, this information paper described the complex of major 
i^ju^s __egnf rbnting polieyiriakers zGoncem about the income and 
employment of older Americans. Basically, these policy issues may be 

as issues ofj (lJ Benefit ade^ 
financing; (3]t employment and retirement; and (4) system coordina-" 
tibnjma de^^^ ^ ^ ^ 

With these major issues in mipd, a wid^ variety of sources has been 
feviiBwed to determine the policy options that have been devised to 
deal with the problems posed by the issues. This reyiew has _^yered 
bills introduced in the 96th Congress, reports of various gov^srainent 
agencies and study g^bups^ papers prepared ,!^ 
search community, and position papere of mCerest groups; The informa- 
tion whicli follows synthesizes, tn^i massiv^^ 

order to preseni the full range of ideas-fot policy change and how they 
are interrelated.:.^: - -.-.l : : ^: __ , : . * 

Section I of this paper summarizes the policy options identified by 
several gbyemment ta^ forcesiand private schol^ars who h&ve recently 
prepared policy options or recommendations for some major segment 
of the retii^ment incomes^ Specifically, section I cdvers^hetwork ' 
of the 1§7§ Social ^Security Advisory Gouncili^^ t^^^ Social 
Security Universal Coverage Study Group, the -HEW Task Force on 
Women and Social Security, the House Pension Task^Forcei find the. 
President's Commission on MEitary Compensation. Also described 
are the provisions of several ^ills introduced in the 96th Congress; 
and the policy options descraped ia two books on social , security 
written by Robert Ball ajid Alicia Munnel]^irespecti . 

Section II presents, in the fonri of an. annotated ofPRine, the full 
range of : policy (^tK)ns: r c'^e wed i orgaiUzed according to the four 
major categories of benefit adequacy and fairness,*" benefit financing, 
cni^lc^ineht aJ^dzr^&tk^ &ys^^^ design. 

Section ill describes the positions advocated recently by the various 
ih^estr^pu|> oigaim seeking policy improvements 

with respect to the income and employment of the aged. 

In canclusion^ section IV discuss^ tbe conflictmg objectives mherent 
in the policy options identified, the strategic choice posed of stnictural 
refqnns versus incteinental changes, and ,the implications of diflFerent 
economic trends for the importance of the various issues jgad_ options. 
Areas ore identified where the railge 'of current policy options ^ems 
to be too limited. 

(109) , 
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Considering the large volume of source materials and the rapidity 
with \yiuch jie>yTprbpbsal& a^^^^^ en^ei^infe s are^^ 
•this paper incluoes a complete representation of aH oj)ti6ns for change. 
Art eflfor t he& been niade ^ to. reflect as m diflfef eii t id e as as pbssible , 
though aH the specific variations proppsed for a particular approacjj 
"may be omitted in the in tere^ :^ . 

One caveat that should be borne in mind' in reading this paper is- " 
that the individuals whose names are associated with 4)olicyyo^i0ns 
may not currently advocate implementation of such changes'. Oytehj \ 
ideas for change are raised in the^ context of research reports or issue 
an a)y ses as. options hot necessarily : favored by au thprs but regard ed 
as worthy of furttetinvestij^^ Su5i ideas are included in the fol^ 
lowing discussion. Even bills in^trbduced in 

provisions no longer supported by all the bills* sponsors, fhus, the 
focus of this paper is inbre tb describe'^t^ PAture of the approacte 
available for policy change than to identify current support oi specific 
prbpbsals. 

I. MAJOR POLICY OPTION PA'CKAGES 

Prom time to time, both Congress ani the executive branch have 
initiated cemprehensiTO policy reviews of a program or prbgraras' re- 
sftlting from public policy concerns regarding ihcbme and .emplbyment 
pf Jhe aged. Kecentyeai^ have seen £U plethora of such fetudy groups 
formed, seyeraUof which stiU have iny^s^gatigns unden^^ 
sectibn<presents the recommendations of, of options studied by, the 
following groups^ ! ; ' z ' ^ 

— 1979 Social Securiftr Advisory Council: 

—HEW Social Security Universal Coverage Study Group. 

—HEW Task-Force on Women and Social S^<3iji*y. 

— Hbu se Pensibrt T^ask Force ; and , • ; 

-^President's Commission on Military Compensatioh. ^i : _ ii 

- ^The^work bf two cuirently active commissions-T^the 
Pension Policy Gonunission and the National: Cbmm^ign c^^^ 
^curity — is libt far enough along at this writing ^o describe the options 
those bbdies will consider in their respective reports and recbriirnehda- 
tibn$ due next year. ' : ^ , * 

Al^ described in this section are several far-rea^^ 
sdci&l security, reforms mad^ by Members of Congress end by two pri- 
vate scholars. The bbhgressibn^ imtiativ^^ iiitlude : H.R. 14 (Con- 
able) ; H.B. 164 ^itR: 765 and H.R. 3588 (Stokes) ; H.R. 1851 (Fren- 
zel)j and H.R. 2650 (Greenj. The private studies reviewed here jsre 
Robert M. Ball's^'Social Security Today and Tomorrow," and Alicia 
H. Muhnell's ^^The.^'uture bf^bdal Secure ' - - 

fNoTE: See end of this chapter for complete descriptibh of refer- 
ences.] • ' __ _ _ 

There are, of course, ma^y othergi^bes of :legislati^ 
studies, and academic papers that offer policy options for -considera- 
tion. The options presented in the_se additibh sburces are outlined by 
oiajbr issufe areas and subtopics in section II. ^ 
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\ "A. Social Securitt 

1. THE 1979 ADVISORY COUNCIL 

Ah Advisory Cbimcil oh Social Secunty is reqim'edi^by law to meet 
every 4 years to report on the program and makerecpramendations on 
changes that may be needed. Busin and public members 

sppomted to the£!ouncil by the Secretaiy of Health, Education, and 
T^.^lf are. _The :l_979_Couricil ^as ireeently issued its report, and its 
Tecommendations are summarized below by major subject area. 



a. JfinaAcing 

The couMil believes that the financial sbulidness and equity of the 
system would be improved by financing at least part of social security 
benefits from general revenues- It also believes that the _ ad hdc^ in- 
creases in the earnings base (the maximiim amount of earnings subject 
to social security taxes)^ enacted jn 1977 should be repealed. Specifically, 
the council recommends: 

* — Financing_ the hospital insurance (Hl)_ program (part A of medi^ 
carei i entirely fypnr : earmarked portions j of _ the personal and 
' coiporation income taxes, rather inan from payroll taxes. ^ 

— AJlocating jmr t of the cuireii t HI pa jroll tax to the ^Id^age and 
survivor's and disability (GtASDi) cash benefits programs, 

~?^P6ali?ig the b£Jance<)J^tj^e . • 

—Repealing the ad hoc increases in the earnings base scheduled for 
1980 and 1981. lii the future, thie earnings base Would beiincreased 
only to reflect increases iri the level of :average wages. , v . 

The combined eff ect of these recdmmendtSions would be a significant 
reduction in the social security taxes scheduled to be paid in the next 
few years. The total tax rate fol* employers and emjs^oyeesX^achX could 
be ;set at 5.6 percent. (Under present law^ the rate Tor OAS DHl is. 
scheduled to be 6;13 percent in 1980 and 6.65 percent in 19810 The 
earnings base would be $24^900 in 1980, rather than $29j90^1s sched- 
uled* unc|er ptesenj law, md $27,000 in 1981, rather than^9,700. if 
the ecbhOTny pi^^^ favor^We tha^ projected in the 1979 tnistiBes' 
report, the appropriate tax rat§ may be somewlfat higher than 5.6 
percent. 

If Congress does not implement the proposal to^ finance hospital 
insurance entirely from earmarked cdrpdratibn and persdnal income 
taxes, tte council recommends/thlct7>at a rhihimum, the increase in the 
HI payroll tax rate scheduled for 1981— 0'.25 percent fonemployers 
and erhployees each^^e replaced with general revenues, Elirnination 
of thia mcrease alone wouU reduce the totai (OASDHl) tax rate for 
ernployeesiiand employei^ each in 1981 to 6.? percent, rather than the 
6.65,percent in current law. 

'To protect social security against ecbhbmic fluctuatibiis, the cbuiicil 
recommends : , v 

—Making payments to*uie trust funds^frbm general revenues if 
' reserves are less than 60 percent of annual outjfays, in the manner 
>v prbpdsed by the Garter administratidn in 1977,^ td help cdmpen-^ 
sate the system for revenues lost because of high uhemployinent. 
This provision would rtsduce the need to raise payroll taxes 
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durin^^ a recession, reduce the levpl of reserves ordinarily needed 
for safe dperatidn of tlie system, and introduce general revenues 
into: the OASD'I projmims in a \v ay that striStly lirhfts their use. 

— Authorizina/4he trust funds to borrow Xrom xhe gefieral fund if 
reserves fa^ belou' about 3 months' outlays. Repayment of sueh 
a loan wcmld begin vv'henevijr the balance in the' funds reached 
about 5 rnbnths' butlayi;, :If the loan .were riot repaid \vith^ 
years, then the council recoijimejids that payroll taxes be in- 
creased automat ica^^^^ 
, that the national unemi)loyment rate is below a specified level. 

— Corribihing the bUl-^^ :^uryiy<5i^\ trust fund^ the Mis- 

ability insurance trust fund to permit revenue tranj^fers between 
the two prqgrariis arid av6id tne need for legislative actidri Ji>i 
readjust taxes when one fund is low and the other Is amply 
financed. 

— rBringing the social security cash benefits , prograrns into loritz;- 
run actuarial balance by scheduling a payroll tax "^fate increase 
beginning in the year 2005. -k.^ 

— Rejecting the idea of using a_ ne^^--»^«4^e-added tax t<^ finance 
social security. _ : : i __ 

— Qontinuing current-cost financirig, with reserve- balances main^ 
tairied al a leye^^ eq.ual to about 75 percerit of c^iUays to provide 
protection agaiust a recession: (if the council's proposals for use 
ofigerieral reyeriues arid bbr^^ during a recessibri 

5V'ere adopted, a reserve of 60 pqrcent of ouiiays would be^ 
sufBcieril.) 

6. Slruclure of social security benefits 

Benefit formula.— council recommends a revised benefit formula 
that Would guarantee long-service workers with average earnings at 
or somewhat below the Fecleral minirnurn wage benefits at least equal 
to the poverty threshold. Under present law, a worker retiring^ at jige 
65 will receive a benefit that replaces fiO percent bf the first $180 of 
his/her average indexeil monthly earnings (AiME)^juius 32 percent 
ofi the next $905 of AIMEi plus 15 percent pf^ $1 ,085. 

The new benefit formj,ila would replace 6! percent of the first $442 of 
MME^ j)lu.s 27 pCTeerit of any adclitioriaf M also 
recommemls liberalizing the special minimum benefit for those with 
Ibog his tori es bf work* at lb w w ages. 

Taxation of 6^7ze)^/s,— Because social security^ benefits are derived 
frdril earnings in covered employment, just as is the case with private 
pensions, the council Believes social security benefits should be subject 
to taxation in the siamc general way that priviite pension income is 
taxed. This principlfj rneans that 83 percent of an emplb^ 
security benefit (and 75 percent of a self-employed j)crson*s benefit) 
wbuld bo subject to taxation. Howcyerj t^^^ eburicil recornmericls 
including only half of ali social security benefits in taxable income. 

<\vera^ing perwd.^In <5alculatirig sbcial security benefits, workers 
must countiail years, betweea it)56 or the year they turn 21 up until 
tbei^'eaj' tliey turn 62, die, or becbrrie disablecL Five yoai^ of^ 1^^^^^ f no 
earnings may be excluded from this calculation, but if a worker has 
m6re thari 5 yeai*s of low earnings or of work outside covered employ- 
ment, these low or zero yqars must be entered into the calculation. 

ii8 
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Young workers may exclude a disproportionately hi^rh number of, 
yeai*s from the averaging pmod because, by xirppping 5 yj^ars from a . 
work life as short as 7 years, their benefit can be based on only their 
two. highest years of eainings. This p6Ucy_ results^ in higher ben^^^ 
for yduiig disabled woikers and the survivors of young deceased 
workers than are awarded to older jietired or dis^^^ 
their survivors: The council recom^nemfs that all workers be allo\yed 
to drop 1 year frbm the iaveraging years elapsing 

bet^ween age 22jand the-age of eligibility for benefits. 

*Sfmid7r«i(d(_c(>5^-o^Zm^^ iricr^ases. — ^TJie council recommemls that 
social security benefits be jncreased twice a year— in March and ; 
Hepftrhber— wheneA-er p at least 3 percent since 

the last cost-oi'-Uving adjustnient was made, ; _ . 

Z;^6/^'^^cA:€r '^/aN. — The council considered and rejected a dotfble- 
decker plan under \\'iiich each aged and disabfed person and surviving 
child would receive a flat grant' paid ftorri general revenues, with an 
adjiitional benefit directly proportionid to past cayered earnini^^ jmid 
to social security cdntribu tars but not to their dependents or survivors: 

c. Women . ' : 

: The council conclutled that a systern basmtr.^^^^ 
for couples on half a couple's conibineil earnings represents the most 
promising approach to add ressing man^f the issues r^ to womien . 
However, the'council did not endorse a fidt-scale earnings-sharing plan. 
The council felt that'acceptable ahsi^^^^ /ound fbr the i^iies ' 

raisexl by the specific plans developed so far. The council felt that- 
earnings sharing Avould represm^ j^i; ^^^^ J^^''^^" 

ture of social security and should not be implemented until it has been . 
more widely debated ahcl irn 1^9^^ who would aflected . 

However, the council did recommentt two ;e^ments of a full-scale; , 
earnings-sharing system for immediate implementation: Persons s 
divorced after at least 10 yfiirs of marriage would receive ret irerBcnt 
benefits-based on shared earnirig^s from the years they were 'tnarHed^ -^n^ 
and aged wid,ow(er)s wotild receive benefits based bh thp couple's 
combined earriings. , . ' - \- . 

:* Under this limited form, of eariiings sharing^ Ihe^credit^^ gained or 
lost tlifdtJgh sharing NVouUl not ''affect eligibiliLy for either (lisability ^ 
9r survivor benefits, but these creclits would: affect ^^^^^^ 
jtient benefits. 'Divorced women generally would receive higher retire- 
men t be n e fit s ari d d 1 vp r c ed men lower b e rie fi ts on the b as is o f : thes i r 
shared earnings than they wouhi receive under present law. -Now, a - 
diyorcetl woman is eligible lor .a ret i i;emeri t ,be^ equal to only half 
her ex-hushand's benefit: The second projiosal would permit a suryiybr * 
to i^riherit the earniiig^^ of the . 

earnings '^Tedits of the deceased spouse that were earned in years * - 
during which the two were marriecl would be added to the earnings 
credits of the survlvirig spouse. Thus, Surviving spouses of couples 
where both,, partners worked woidd Tecei"ve ,higher benefits than tney ' 
would unde/ present law; where the Benefit is based only on the; earp- 
ings of the higher paitl spouse: - 

THe council reebmm ^9 Permit parents 

one or more years spent caring for children from the averaging period 
be seriously considered. ' ' " ' - 
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The - council examined the illegatipu'^/lhat members of minority 
groups fare les^^ than dtherk.Aincier social security and conclucled 
that it'is limoMnded. The cbuncil found tHSt, looking at social security 
as a whole, beiiffit^ lossCvS resulting from the shorter life expectancy 
of minorities are offset by the fact that minorities a're more likely to 
receive ^lisability and survivoris' benefitW^'^jSlso, the social seytirity 
benefit formula provides wbrk^ire with lower eaiTuni^ a hig^^^ 
relative to their -previous earnings than "is :pro^?i(le(i to those with 
hi^Ke r : e arnings . Thus, as^^png :as_ minbiities con tinue to be paitl* less 
or to experience: more unemployment- Sian the average^ worker, the 
Y^'^ighjng in j.he_ bene fit form ula $r<) vides_ minbi^ t ies_ the advantage 9f 
higher benefits relative to taxes paid than is Cnie for others. ; 



. e. Disabiliiy ' 

, ThjB council recbmmeikl?? that the disability definition to qualify 
for disafiiUty benefits be liberalized for those aged 55 to 60 by using 
the same criteria now applicable to those older than 60. The council 
recommehds that HEW deyelbp a definition of disability for the SSI 
program' that is less strict .than the defihition used for social security. 

- * f f\ Coverage. 

The cbu ncil re com mend sj th at sbci al : seeu rity cove rage be extend ed 
to all Federal emptoye|5s^ either through, mandatory coverage of new 
6mplpy<ees thrbugh: credit ^ansf ers. Mamiatbi^ cqyera^ is recortl-- 
mended for ajl new employees of State and local governments and 
Spnprofi t <>rganizati ons. Un t jl all \\ brkers are co y ere( 1 by spci al 
security; the council reconimends as interim steps that: 
^ — An earnings bfTset b^ instituted for those who have earnings^ 

under both social security and noncov^red employment. 
—All current arid future agreements iinplementin^ coverage for 
State and local workers be made irreybcable^ If this is hot ad bp tetl, 
terminations shoultl only be permitted after; a vote of affected 
employees; 

': • • * g. itetirement policy. 

_ ■ - - ■ - . . -. ' - o ■ ■ ■ , -. _ ■ 

The c bunci I reco mm e n( [s t liAit c bns i d er ii tit)n be given to . en iic t m en t 
now of an increase in the retirement a^e to 68; effective after the turn 
bf the cen tu . It is i irgu e < 1 t H ii t iic t ion must be t iike n ip t h e ne ar 
futureJf workers are to have ample time to adjust to a hew retiremeht 
age. ^ : , . : : 

Tf^ council recommends cbhtihuatibh bf the actuarial prbvisibhs 
which allow retirement benefits to be drawn jis cjirly as Jige_62 (vjith 
ah a c t u ar i a I rec 1 u c t i o n for \ )ersbhH re t i ri ng bef b re age 65). 1 1 r e cbm - 
mends considcratito of a special program to provide long-term un- 
erh ploy me h t behe fi ts for ^t n bscT ^vhb a re |V| )i)rbiic h ing t n ie n drfh al 
retirement ape but are unable toiind a job. Such a proj^ram \vould pay 
b ehefi ts jmti I itj wbrker tiirhed 65 , as 1 bng as he/shp were wi 1 1 ing nnd 
able to work^ and would be sufficiejit to make it unnecessary for blder 
workers to claim early retirement benefits. . ^ 

The council recommends no ihcroase in the earnings ^br retiremeht} 
test for workers 65 or older but suggests tliiit the earnings test for 
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those yoiinger than 65 be increased so that it is. the same as-^for those 
older than 65.1 The cpimcil @tjthat elimn^ the teit woi^^ 

more those who iieed Jielp least; thus, a relaxation of the earning test 
should hot take priority over other benefit imprbvetnerits. • 

* h. Admini^fralion cost savings proposals . _ 

The c(nitni1TS4;eiecteU^ the cost savings proposals offered 'by the 
Carter dxjMnistrhiion in the 1980 budget. ^These prpposars are not 
; incluSed/iri the; 1984^^ >^ \ - 

' Thofejs proposals woul^^ / - ■ ^ 

--r-PHa^ed but the regj|lar minirhum benefit mbre i^apidly than wbiilci 
;^o£i«uE ui^ier present Uw. _ r : _ - ' 

— i^pyidetl the lump^iiin death benefit bhiy to SSI recipients Su'd 

thmr suryivors. • ^ : , 

— PhasM out i>enefits fbr.stuUent? aged 18 to 22 whb are children 
* of retired, deceased; or disabjed wprkers_^ , , ; . 

^Phase<i but benefit's for^'mbthers caring f6r hohdisabled cHildreti 
jgred 16 to 18: . ^ , . . . * ' . 

. ^^■^^^immatec[ ben Ito ''yoUnj^^ stir viyors . of 'those ^'Ijo diiB • ittexy 
- earning currently insured status but who had not yet^im^d fiilly 
insured stktus. / ^ , / 
/ ^ . i. Private peri sibrtGr and SSI - 

The counciralso recommends that serious consideration be given to 
iftiproving th^ private pensibn^ystein. It-^is particularly concerned 
about the problems of adequacy of t'Ov*erag& uncler private plans;ithe 
p or t ab i I i tv bf pensibri righ t s^ the u pel a t ihi*" of: peflsib n^ ered i ts from . 
prior ^^mployment, the unequal effect of many private pension systemg. 
on women Avorkers^^ penjiph benefits to take accbiiht 

of inflation aftecJ^irement: ' . 

1 The ^council alsb recbmmehds the fbllbwihg imprbvemehts fbr the 
S^I program: '_ 

—Total benefits for all SSI. redpients should gradually be brought 
up to the poverty line through the combined effects of social 
security, SSI, State SSI supplement^, food stamjps, atid other 
inconje sources, As an interim measure, th^ couhcn recbmmeiitis 
that Federal matching funds be bffereii to States that raise their 
supplementary payment levels to the pbverty line. 
— SSI householus eiigible for food starrtps should be paid the value 

of their fpfed stamp allotments in cash. *^ :r_ __ : ^ ::j 

— SSI resource limits shouki be updated and automatically acljustefl 
each x<^«^r Jbr changes in the ebjt of' H ying. ^ i j _ m * . 

— The present disregard of $26 a month for unearned income should 
be u^lated— to about^ kept, up to date with inflation 

automatically in the fature. ■ . . •• 

— The' value of household goods and 'personal effects, including 
thie value of automobiles, should be disregarded in doterminihg 
SSI eligibility. " _ 

Th:e cbuncil recbrnmended that serious consideration bo given to: 
— Providing benefits to needy spouses of SSI recipients when the 
spbusei turns age 62 and tb rriihbr depehdeh't cHildrep bf SSI 
recipients: 

"Liboralizinj:: the. on in benefits tb recipients 

who live in the households of others. _ _ 



<■ '■: ; ^ 2. SCHOLARLY^REVIEWS^ ') ' 1 5 * 

Th^; public debate tha^ erupted in the e^ly 197rs over the Hnan^pj,- 
of social security arid its: suitability as ^^^^ V 
rapidly changing society spawned a; f^re^l deal of interesi^mQng th©^ 
experts in ho^v ^th^ s^'stem shdiUd be- m Two such' ^<'o^k^' 

tjjat are particularly comprehensive in their "treatment^ of sbciaU 
securi^ty issues are discusseil beloN^- ■: ,y :' 

Alicia H. Muniiel^vad economi^^ with the^Federal Reserve Bank of. 





fccfal Etbiibm ... 

imce she wrote prior to enaetmejxtiM t^he 1977^^ 
-jijerits,' some;x)f tHfr major i^ues shce^ discussed sievi resolved in that 
legisjatioh*; Ho^vev^er, the .'fol^^^^ s^i0^dra>^ in^^t^er : 

dfscussiori of the issitei^ Jtfe'^^^ relevant to'future defetes: - . i 
, . — lylunnell; ar^t^^s^ fcajr^t^du i]^j^e5^s;' of sd:c 

*>ecurity^ eliimninirrg floor oS ')3^.^ftt^ 

* eliminatiT^dfef^atii^^ 
ijf tha'teic" 

•^t^tecTSSl 
! v^*P^.te^at^ whicn t^earijieu.inum yuana 

J- -,5i> pereeatv ' ^ ' ^ ; '?^t^ - ; , ' . ^- \^.- - . 
: .-^i-^jf ^j^n^ressivS i s^)cialv security ,ben«fit^^^^ 
- ^ Muhheir advbcates^ result 1:5 benefits more 

closely reliated to earriihJ^s for Avorkifitj; spbus^^^^^^ ' 
v^j^^uhriell ar^rues for clianges designcsd to increase labor force par- 
\ ticipaiidn by older AVorkenSi althaugh she feels ^ 
r/rieeded tb select the ^Hest- irpp^^ Possibilities cited orre: to in-; , 
• crease, the rate of credits for del^^ipg retiremeht. past age 65, and 
' 4 Uberalizatibn of the retirement test for^th^^ 

draw beivefits; ' : , ; , : ^ ■ :^ - J ; ' . v , ; 

— Mtinnell prefers • retention of paytoll tax Jinancin^^^^' J^^^ 

fiepurity, bi^twith art extehsibh bf thi; earried income tax credit to_ 
' • all low^-incprae wagfe earnersto mitigalo, the effects of thej)ayrblh 
V tax on those: least iible to pay it. She proposes a consolidultion of 
the oASi and DI trust funds to increpe flexibility^^m 
short-run financing j)rbblem&. She argues for an increase in. the 
, mtirement age to 68 or for (lecliiiing t'ep^^^^^ J^^^^^s to 

d^al \v'ith the deficit projected for the »^ooial security f uiuts over the 
long run. ' /) .1 : ^ 

; . « 6: Robert BaiV^ book 

Robert Ball, a formerSbcial Seciirity C6mmis.si(3iier and reown senior 
/schblar at the Institute^f Medicine, put forth his views on the futuro of 
.social securtty in a 19'78 volume entitled ^^Sbcial Security today and 
Tomorrow* ^ (C•bhLmbia University Press, New York;!,; The principal 
feature^^ of BaWs future. design fbr sbcial security are follows: _ 
—Ball posits the i)olicy goal for i-btirement income as provision of a 
level of living cbriiparablc tb that achieved while working ;^he 

• regards ^ wage-replacement rate of 651-80 percent tis adequate ior 

. -If On ' ^ . ^ ' - ■ 
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mo»t aged people in good health who live mdepende^^ He would 
arrive at this goal by reiiance on a universal social security system 
for rjagulaE^workei^ at helqw-ayerage wt^ 

pensions cSrrj^ing part of the load for above-average wage earners^ 
and individual savings nibetihg part of the eariuhgs rep 
needed by the top 16-15 percent. Ah improved SSI program would 
eradicate poverty among the aged. He would constrain Federal 
support to be at least sufficient to pliminato poverty but ho 
greater than the preretirement level of living. 

— Ball urges improvemehts ih private pohsibhsi particularly m 
regaril to-cost-of-living adjustments, vesting rules, and survivors' 
behefitti. He wouUI Cghstram the sum of social security a^^^^ 
pensionl benefits to be no more than 80 percent of preretirement 
earhihgSj hbweyen in _ 

— Ball favors universal coverage by social secuiity, with govern- 
ment, employee j)ehsibri pl]&ns modified as needed. He would 
target any future ibenefit increases on correcting; the gi*dssest 
inequities and inadequacies of the system rfSher tn an on across- 
the-board increases for everyone. In particular, he favors higher 
benefits for single wdrkei*s and widows. He would also establish 
higher benefit rates for the very bid (e.g., those 85 jincj byerl. • 

— Brill would 4ippiy to beneficiaries under age feS the more liberal 
: exemp tioh f rom the retirement test that ng\v applies between' 
iiges 65 and 70. He favom accounting for ieamiiigs under the re- 
tirement .test on a rribhthly rather than an aiiriiUil basis as was 
the case prior to 1978.- , , 

— BallJIaybi^ retentibnibf t^^^^ fbc^s of social 

security, rather than converting it into a tSji^Jed annuity ; he 
favors a^radual introduction of gjBiieral reWnues to help fund 
the system iq concert with the payroll tax. ______ ___ 

— The remaining* sex-related difTerences in social security law are 
recommended for eliminatioh. . : 

— With Ai system of adequate retirement income, jBall feels that 
special tax breaks (such as the extra bld_ age income^^^^^ 
tion) and price subsidies based oh age should be eliminated. He 
proposes that half bf sbcial security benefits be subject to income 
taxation. J ^ 

— Bill 1 argues for retention bf the prbgressive benefit formula and 
dependentsV b^efits; He would reduce the regressive irnpact of 
the payrbll tax by extendihg the earned income tax crfidit to all 
low-mcome wage earners and, ih the long ruh, by greater reliance 
on the income tax a^ a funding source. 

— Ball urges the Social Security Admihistratibn to niake a greater 
effort to inform participants of their protection under the system. 

3. HEW SOCIAL SECURITY UNIVERSAL COVERAGE STUDY GROUP 

The' 1977 Sbcial Security Airienclments reijuired the Department of 
Health, JEducatibfig and Welfare to study and report to Congress on 
bp t ions for extensions bf sbcial security coverage to all qualified jobs^ 
(Most uncovered jobs are in :Federa,l agencies, State and Ibc^l gpvepi- 
ments that have ppted to'remain outside the system, and jobs with 
nonprofit orgahizatiohs that have chosen to stay uhcbvered.j The 
stuoy group*s report, issued on March 25, 1980, made no specific 
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l^qmmendatioxis but instead analyzed various options to imp^ve 
coordination of social security coverage and bother penaibhs for workers 
nptjtt^ under social security. These options are described below Under 
four major categories of possible actions : : 

—Mandate social security coverage for some or all workers in non- 
covered emplojrmeht. __ l:....:. 

— Ihcreasii mcentives for voluntaiy coverage. 

— Reduce coverage gaps ami undesirable subsidies. 

— Maintain the status quo. 

a. MandaU coverage 

Social security coverage would significantly improve the protection 
provided to public employees and their dependents aga^^^ income 
fosses ea_used by (lisabiu or death. It would also guarantee that ^at 
least sonie percentage of anticipated retireineht: income w^ 
portable from job to job throughout a career. In addition, many State 
»ndJocal goveniin^iit employees wpuld benefit from high^^^^^ 
of ti^jpensidns to compensate for cost-of-living increases when the^ 
are rid bnger worlcing. Against these ad^ 

express concern that the relatively generous retirement income Jrom 
their public retirerneiit systems wbul(l b^^ by any propose<l 

cboidination with social security coverage. : _ 

Mandating social security coverage for all employment would re- 
solve the problems of windfall benefits and gaps in cpyeraje most 
effectively.: Initiiyiyjjibwe mandatory coverage on an incremental 
basis might be preferred. ^ , > i i i i 

If socriliisecurity coverage were mandated for i<ederal,.&tate, ana 
local government employment/ the current ret^ 

would nejsd rev^ Extension of social security coverage would liie^n 
dual retirement income ; one part of total benefits would come from the 
social security system and andther from staff .benefit systems. 

A staff benefit formula could be cobniihated with sociaL security in 
thr^e ways. Each method would have different effects on th_e distnbu- 
fSin of total benefits among emplbyee^^ with different career patterns. 
The three approaches are commonly referred to as the aadd-bn, 
"offset/' and^''step-rate"_methbds, _ . . u 

The add-on approach would require no (hrect mteractibn betwee^ 
the staff and sbciaJ security benefit ibrmulas. The staff ^benefft wduld 
be calculated as a percentage of a defined salary base, as in civil service 
retirement andjh many State antl local plans, the applicable percent- 
* age being determined by an employee's totaj years df service in the 
system. This staff benefit would supplement an employee s- social 
security benefit, but the amount of the staff benefit would not be 
affected by the amount of social security benefits fen- which the em- 
ployee wbxUd be eligible^ _ j:^: _ : ■ ^ ^ _ _ , i ^ ^ 

Under the offaetapproach the two benefit formulas wguhl be structur- 
ally connected. The staff benefit wduld be retluced for inAviduat em- 
pldyees to offset partially the varjring rates Af mcprne replacement 
provided Jby the social security benefit formula. For example, the offset 
percentage could be set at 1.25 percent of an employee's socid^ 
benefit timesr years bf participation in the staff plan. The basic st^ff 
benefit for an employee with 20 years of service wou^^^^^^^ 
25 percent of the sdciaf security benefit; the staff benefit for an em- 
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ployee with 40 years of service wduUl be reduced by 50 percent of the 
locial security "benefit. The offset is (lesi^med to recluce tlie 
redistributional Meets of the social security system, which provu es 
relatively higher rates of income replacement for retirees with rela- 
tively: in low avera^^^ - ^_ - * i T i f 

The same purpose uhderlie8ithe^?e^>-rafe approacn. -Instead .of 
radueihg the staff benefit by some percentage of the soci(il securi^ 
benefit, the step-rate foraaula the benefit percentage fipplied to the 
defined salary base would depend on the salary level; higher ^salaries 
would receive higher prbportional replacement than would lower 
salaries. For example, the percentage rates might be^set at 1 pe^ent 
and 1.5 percent^for the amounts dt the salary base below imd above 
$10,000: A retiree would receive a staff benefit equal, to 1 percent 
times years of service, times salary up to $10,000, pl^ 1.5 percent, 
times years of service, times all salaiy aba\^_$AO,0OO.^ T^^^ 
with ?P years of service would receive different income replacement 
rates in the staff benefit if their salai^ bas^ differed. 

The transition method chosen to implement mandatory coverage 
would affect pension benefits for aH or some of the existing^ work 
force not now covered by so^cial security i establish those employ^^^ 
who would be covered immediately and those who would contoue 
to be exempted, and establish the period in which a tnmsitipn from 
the existing structurel of joerisibh coverage to the new coordinated 
system- could be accomplished. An existing pension system could 
closed and a new bhet coordinated with so ciaf security coverage, couid 
be substituted in a way that protects benefit eligiUili^z^cquired on tte 
basis of past service. The closed system could contmue to provide 
coverage for all or sbme of the existing work force. Pr^^^^^ 
security coverage for the prospective_ service of employees^not pre- 
viously covered would not necessarily jeopardize any previously earned 
benefits. Bbtli the closed and new systems would contmue to opera^ 
through the ^me fund. A pehsiGh system could implement hold- 
Kdmtess pmnsions that would protect current employees^ Resent 
beMfit accrual rates under the hew, cbdrdinated pension plan: A plan 
cbuld be developed umler which the only reduction in tor 
current worked wbiijd^be the elimination of existmg wmdfalls. 

There ore two extreme stratiegies for traigiyoh tp^sbci^^^^ 
coverage One strategy wbuld invdjjf everyone immediately. Ihe 
other extreme would cover only newXemplGy_ees^ ^IbVraig current 
employees t<ynbve thrbugh their careers tmder the present systena^ 
Transition time could be as lon^ as 40 jrears. BetSveeii these extremes 
are ayaiiety bf bptibns. Th^e optipns_would be based on suc^cntena 
as age, length of service, yea^until-retirem^^ combmation 
bf these. Several transition strategies are as follows: _ _ 

— Providing fidl, retrospeetive coverage fdr all ot^^ xmcovered 
service to aU employees not cun-ently eligible to 

— Pl^vidingprospectiv^^ fdr all future service to all em- 

gioyee^ not yet eligible to retire.; . ~^z:^l^_ _ . 

xemptihff some ciOT emplovees and providmg prospective 
coverage wr future service for all other workers^ - ^ _ 

. ^^xemptihg all current employees and providing coverage for all 

new employees. . _ z:z . l~ ~ . - 

— Roviding cdverage for all new employees and allo\vmg any current 
employees wishii^ to choose sbcial security, cbverage to do so: 



i2 



120 



6. rncrease incentives for^volw^^^ coverage 

Another option'is to establish more wiilespreacl coverage through 
ypLuntaiy:^ P»iry<;ij)atioii. Pra^ PPtipn is relevant only 

to State ana local governments ami to private, nonprofit organizations. 
M t'PO^ress approved <;g ye rtige f o v Fe( 1 o ra 1 e m ploy e es^ ( 1 i rect ly i ni - 
plementing coverage wouhl be more sensible than encouraging voluh- 
t^^rj^ Ml'ticipatio^ 

Voluntary coverage couhl be encouraged if social security revenues 
were raised by means other than, or in addition to, the payroll tux. 
General revenues, a value-added tax, and revenues from a ^'windfall 
profits tax" on oil companies have been siiggested as jK)tential sources 
of funds for the social security program, Because the burden of these 
other taxes would fall equally on ^covered and noncavered workers, 
incentives for voluntary participation would increase. Mafciiii^ revenue- 
sharing funds contingent on voluntary social -security coverage would 
bo another possible incentive approach tie 
Federal grants-in-aid to social security coverage oy requiring all 
employment subsidised by the grants to be covered. 

^. ' c. Reduce gaps and Ytndesirdble subsidies 

A thirttoption constitutes ahs^tirely (lifTerent approach. It would 
seek to reduce the problems of T^oinplete social security coverage 
without requiring such coverage, n^urance gaps, wind f al ls, or both 
could be reduced ^ithdUt full clpverage in several ways; ^^ft 

— A system for transfer of re tire in en t credits could be esUiblished 
between social security and noncovgfed retirement systems: This 
action would help reduce coverage gaps for most individuals who 
leave noncovered empioyment: _ _ : ^ 

' — A m ini m u m 1 e ve 1 b f pr o t ec t ion cb u Rl be reqii i red by i m posing 
mandatoiy minimum standards on noncovered retirement 
systems. This actibh wbuld at least partially eliminate coverage 
gaps. • . 

— The social security benefits of indiyiduals with periO(ls of non- 
covered employment could be adjusted to remove or reduce 
wiml fall benefits." . f _ _ 

— The option to withclraw' from social security currently available 
to State and local government eniployees could be eliminated: 
Although this action would not reduce the current gap br windfall 
problem; it would help prevent it from worsening: 

. d. Maintain iKe status quo 

The final opt ion is tb dp nbthihgitb nifun^ the status 3119. The 
study grxjup found no supj3ort for continuing the status quo in regard 
ta wimlfaJilSi and no br<|^^atibh claimed that its m a 
right to gain future windfalls, if there were no transitional costs 
associated with achieving an ^e maintaining the 

status quo would not be considered. 



4, HEW TASK FORCE ON WOMEN AND SOCIAL SECURITY 

In the 1977 Social Security Amendments, Congress required HEW, 
in cbhsultatibn with the Justice Department, to report oh: Proposals 

f 
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to eliminate aex discrimination in social security rules; ami proposals 
to eliminate depemlehcy as a factor in ontitlement to spdUse benefits. 
That report presented two major options— an earnings-sharing plun, 
arid a doubleKlecker plan These options aiid^ther ideas described in 
the task force report J U S. D^artment of Health, Education, and 
Welfare, February 1979) are outlined below: 

a. Burnings sharing 

1 The basic idea viim le rly iiiK e arnings sh aring^ i^^ J 1^$ t ch spouse 
shoul(l have social security protection in his/her own right since each 

®_conbrnic 

contribution to the family. Since both spouses would have their own 
primary benefits, there would be rib iiged spouse's and surviving 
spouse's benefits as under present law. * 

Under earnings sharing, a person's social security protection w^uld 
be based oh his/her earmngs when unmarried and, when married, on 
Tinlf of the total earnings credits of the married couple. A couple's 
annual earnings would be divided equally between them for the years 
they were marrietl for purposes of computing retirement benefits; the 
earhings: would be -divided when the couple divorced or when one 
spouse reached age 62. 

:T be 50^50 s|>l 1 1 oT re ajTiings^ l^'P w 1(1 no t apply Uriel er certain cohd i- 
tionsi The basic earnings-sharing idea was modified in order to pay 
benefits that ar^^ cbiiiparable to preseiit law beiiefits. The 

modifications are: ^ : 

— Wheii brie spbuse dies, the survivbr wbuld be credited with 80 
percent of the total annual earnings* of the couple during the 
marriage but not less than 105 percent of the earnings of the higher 
earner. * : : j 

— For purposes of benefits for young survivors — -k you ng^ surviving 
spouse caring: for a child, and ^chiW be 
transferred between: the spouses with regard to a marriage in 
effect lit the time of^death^ BeM for young suTvivoi^ wbu^^ 
; be based on any earnings credits the deceased person had from 
paid work (while Aiiiman^ied or dUriiig a cUrreii t inaiiiage) , plus 
any credits acquired as a result of a prior marriage terminated 
by death br divbrce. ^ ^ , : 

— For purposes of disability benefits, earnings would ho^ be shared 
with regard tb a inarriage still in effect at the time of disability^ 
Disability benefits wouUl be based on any earnings credits ithe 
disabled person had from paitl work (whDe unmarried or during 
the current raarria^e) , plus any cretlits acq^uired as^^ result of a 
prior marriE^e that hatf been terminated by^death or divorce:* 
LIZ An Alternative ito jearnm^s sharmg in _the case of ebuples who are 
married at retirement (ancF the survivora of such couples) was also 
^l^Ye]<S>MvTliis a^ i&knp^m p AlME ay^^ Rather than 

splitting earnings 50-56 at retirement for intact jmarried couples, the 
spbUses' average iiidajq^ inbiithly eariiiiigs (AIME) wbuld be aver- 
aged for purposes of computing benefits for the couple. A retirertient 
beiiefit wbuld be cbmputed fbr each spbus^ Jiased bn the averaged 
AIlVlE, and then. the two-benefite would be apportioned between the - 
two spouses based on their proportibnate benents under present law. 
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Urider the ^lan for appoftioninK benofit^T)etwee^^^ life- 
long homfirriaker would get a third of tno couple's total bonofit and 
the earner would get two-thinls as und/r present 
retired cdiiplos would got two-thirds of the couple's benefit as do sur- 
vivors of one-earner couples uh(ler present law. , - . ' 

Total benefits to lifelong married couples would be similar imdor 
earnings sharing aml AIME av(er(^;ing, but b ap- 
proaches are difTerisnt. Earningji sharinp^is a more broad-scale ju)- 
proach that wbuUl dejM more tuUy with the basic issues. AIME 
averaging is jnore limited and r&t^sents less of a doparlurp from 
present law. It'deais prirn^^^ lotirooient bene- 

fits for couples with the same average earnings. f 

; 6. Double-decker benefit structitre 



DouWe-decfcer systems are hot specifically desired to deal with 
issues related to the treatment of women under sbciM security^. Hbw^ 
ever such systems would provide social security f>i;otection for each 
spouse in bis/her own right. Under the dpuble-decfce^^-plan des^^^^ 
belbw^ each U.S. resident would have retirement, survivors, and (Us- 
ability protection. This universal prbtecUbn wbid<l bo. tte 
of a two-tier system. Tier I would be a ftat-dollar payment of $122 
for U.S. resitlents at age 65 (or upon disability). The secdncL tter 
{tier II) would be a benefit Mjjfial to a§ percent of a person's AIME 
in-covered emplbyment. Retllled benefi under both tiers wo ul^^^ 
available as early^s age 62. The benefit for an aged or disabled-wbrker 
would be equal to thbiSiiin^bf a tier I a^^ benefit. The coin- 

. bineution of flst-dollELr and flat-percentage payments under this bptibh 
would apprbxirhate benefit levels under present law. Under the double- 
decker option, the adequacy and equity elements bf isbcial security 
would be sepi-rat^^^^ provide the social adequacy element, 

and ties' II the equity element. . i _ i :_: i_ 

Several features of this option are not an integral part of a basic 
double-decker system but were included to imprpve the protec^^^^ of 
specie groups. Two such features :ar^ the 50-50 split of earnings at 
^vorce and the inheritance of eargihgs by surviving spouse for 
purposes of cqmputing tier IP benefits, ff unpaid divorced or survivi^ 
spouses receivecf only tier I benefitsj tlKeir prbtecfeion would be sub- 
stantially lower than present law: These two features of the plan are 
the same as those under earnings sharing^ although the benefit amounts 
would be somewhat different due to the different benefit structure, 
These features are included primarily to deal with issues of protection 
for homemakers: 

' c. Protection for homemakers in their own Tight 

fi:} The earnings-sharing iind (Louble-decker options would repUice 
dependent spouse*s behefiis withiprbtectibh for homemakers in their 
own right. The option discussed below also would provide individual 
protection for homemakers^but without making changes in the system 
as comprehensive as those required by the earnings-sharing and dbuble- 
decker options. i _ _ . ,* 

Under thLs option, homemakers would receiye social security 
earnings credits based on an imputed dollar value for their unpaul 
services in the home. Homemaker credits wbuUl replace the current 
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system of clepehdeht spouse's benefits 

acquire her own earnings credits, thereby becoming entitled to a 
benefit in her awn _ : _ : m 

This approach would eliminate the probleiii of duplicative protec- ; 
yon for women who are homemakprs idr part ^o^^ their hves and paid 
worlcers for part of their lives. It would also fpr?e to fill any gaps in 
their social security protection resulting from leaving the paid labor 
force to perform unj[)aid homemakcr or childcare services, rrotectibh 
for divorced arid disabled HdraemaRei>; wpuld ho increased because 
homemaker credits^ could enable their survivon^ to get benefits and 
would help them meet the "recency of work" test for disability 
benefits. _ : : ^ : _ _ : : l 

This option would require setting xl specific dollar vjilue for work 
performed in the homo. To be equitable amon^ hbmema^^^ 
value would have to be. adjusted based on the time and effort' each 
homemaker : peM^PiT?iijiii hpmemakin^ ser Adjustmaiits 

might also have to be made for those who work in part-time or full- 
P^ijfl JPhs JU'^ht jpri to i^erfbrmiiig unpaid homernaker services. 
However, from tm administrative standpoint, adjustments on an indi- 
vidual basis would riot be feasible; it wduUi seem necessary to provide 
a uniform credit for all hbmemakers (or perhaps two or three alternative 
arriduiits) . : : : 

There are at least three alternatives lor financing hdirieiriafcer 
CTediis: ^ 

— Require hbmemakers to pay social ^©cunty ta^ the im|>uted 
value of their services: In order to finance the credits on the same 
basis asj credits Jb^^ ^^'^buld have to be 

made at the combined employer-employee rate (12.26 percent of 
cby^r^d earning^ 

—The additional costs for the homemaker credits could be funded 
by general revenues. Under this alternative, hdfnemakers would . 
receive credits based on the value of imputed wages but wbuld 
pay rid social security taxes. ' : : _ : 

— The additibhal benefits could be covered by increases in sbcial 
security taxes of paid workers: ^ 

d: Grecker equity, between one- and two-earner couples 

Five bpUbhs wpuUl redu<)e or elimiBat^ the difference in benefits for 
one- and two-earner couples Jby modifying or eliminating payment of 
ite^endeht spouse's benefits. lii general , these five dptidris would either 
increase the benefits payable to two-earner coupdes or decrease the^ 
beriefi ts j) ay abje td drie-eamer cdi|ples . \ : : : 

Option 1.— Pay all or part of the spouse's benefits in additibh to the 
beriefit based dri the-spduse*s own eamini^s. This dptidti would X)ver- 
ride the dual entitlement provision since the spouse with the lower 
average earnings would get the larger of the worker's or the spouse's 
benefit plus sbrne percentage bf the smaller benefit. This bpybn w^ 
im^ove treatment of two-earner couples by raising their benefits, 
whde benefits br bhe-earher cbuples and single workers wduld remain 
the same: : _ * - ° 
LzQptibn 2.^Elimiriate spouse-s and sui^ This 
option would treat a^L individuals with the same Average indexed 
riidrithiy earnings (AIME) — iriarried df sirigle — alike. Hdwever, it 
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^^^^^^^^^^^f^^^°^ the same 
Because -Of lilie weidited benefit f drmuli, the total 

AlM*,,«arBed by one spouse, the lower the behefit for the cou&ll 
mnce e^ of t&s^ouple^^total AIMB Would iaU in the SbS hSv 
weighted ^rtion^ the benefit formula. Under this optiwi^the bTne^ 
ISiF^h *° Gbuples would be reduced by oShird' there 

The L^'tit'imn^^^ ^^^^^^ i^^e^ci^ 

Ane m«atest mig|^t of this .option would be on surviving snbUses and 
on divorced or sepsrateja spouses who are not insuildlo? soclal^- 
cunty ben^ts on the basis of their own-work. Since this optibn 
leave widdw^ andLdiYorced women i^th no profectibh al^lenenSls 
pfoS°-' - "''^ ^^"^"^ in^coSunctio^ bthS 



6enefit from 50 

FIlAf Jfl primary insurance iiiibunt 

{^J^_ and^crease ..the^A's d^all wbriers by 125^ nercent The 
^neSts^^wo-eamer:^^^^^ 

12K PlUenf^while benefits of one-ekm^^S^ples would not chanM- 
thus, tflf diJference in benefitsl for one- and tw&-e^er CbUpldrantf 
5r^^^ed, :and_ single ^driiers would be narrowed. InSng tie 
workere' beneftt by^2)iperjBnt would ^^^^ increase benefits fo^^lbSl- 
^v^^'fnr'^t .sanw^Wcentage •:thus prbfectioff-wouldTe S 

^tiJ°l.^^^^'YmWonmim^^y^ of whether the survivbr 
Z^^ h.^^Ti^^ll "'' lo(«^P«?d (or unpaid> spouse. On the 
wfni.^«f l^'^^^^J^J^mlpfMe spouse^s benefit from 50 to 
K "^H^ cause financial.fiardsbip for separated and 

homemakers who were nbt insured for benefits-^their o^ 

Oaion S.— Cap the spouse's benefit by providing a maximaS doilai 
benefit amount, regar^ess of^ the level of earnS^ of^^lbS^ 
Placing a cap on the benefit amounts payable tHpuses couinven- 
tuaUy nan-ow the differentm^^ ^afd to a si^ficant number Sf 

^^ir^T^ couples^ and the differentia between maSed 

<=oaW cause coS^S 

erable hMdship for divorced and separated women and bife-eariier 

f^^^sff 1^^"°^ ^ ^ould eventually lead/ 

to a.flBt-rate spouse s^genefit unless the cap were increased perib£a%/ 
£ Ife ?ap were not increased, eventually benefits would 

be^he same reMtrdless :pf the earnings -of^the worker. ' 

benefits for a retired couple on combined faBaav 
?^^f^J^P^"^ °^ -f*^^^ cbupfes would be based on the cbUple'i 
5 "f fuT*- ^he benefit for each spbuse would be equal 

l^J^J'f^''f^r^^^^^^^ ^ combined earnings bf the 
'SsJ?^*^-"^ P^^^"* ^« «*"Pl«)- This .^ould^qualize 

imdH «^ two^^amer eoujLes.^ the other hand, the option 

-would raise new issues of f ^ess between married and single worfere 

c. Redmidn in Oi'^umbef of years v^d tojtffurea AIME 

^_ The next two optiops #ould reduce the number of yeara of eaiiinra 
thatare usKl to compute^e worker'^ These bptibhl 

:9J8 designed to help women who spend bnlypart^of their lives^ S 
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employiiieht^ but they wduiu hot Help ^ahien who do not work in 
cbvei^l empWment. _ t ^ n i i i. 
: Option 1.— Proyiclei^for a shorter averaging penod. Beneflts coulcl be 
based on esmii^gs averaged over 10 or 20 years rather than over a wQp:- 
ing lifetime. Under _this option, time spent out of pai<l employniwnt 
would n&^e less effect on benefit amounts of women Workers. -How^verj, 
the iise^f a sHoH^r averajg^ng peri^ would laise a question of fan* 
treatmentof workers Nvith many yeare of coyer^^^ i i 

Option 2. —Provide dropout years for childcare. Instead of reducing 
the averaging period, years that parents speiu^^ 
f orce in childcare activities couU^ be excluded from the averaging period. 

Ten additional dropout years wdMcLreduce the ultimate- avera^^^ 
period froni§5 to 25 y^rs— {Reduction olL29 percent. The additional 
drcmout years would significantly mcrepeX^ and 
' PIA.. This option would increase the benefits^ paid to people who work 
some years_ and stay home for the pvu^bse of caring for presdhDol-age 
children ^ther years. St would not increase benefits for chfldless wbm 
who performed uhpa^^^ hbiriemaker services for part of their lives or 
for homemakers — with or Avithout children — who never worked in 
covered jobs. " _ . _ - 
J: Additional protection for 

^-^-'^TieJ^lowing two options are directed specifically toward impri)ving 

prbtecHon 'idrfivorced:iers^^ i i: ^ ^_ 

Optidn 1. — Peduce^^fWg^rrdQT^ requirement 
for divorced spouses. The Spcial Seeurit^^ re- 
duced the duratiorirof-marriE^e requirement for entitleffiehj^^^/:iii^- 
vorced spouse's and suryiviiig divorced spoused benefits from. 20^ years 
to 10 years beginning January 1979; A further reduction wouldimable 
addition^ divbrced iibmemSJfeers to get social security, dependents' 
benefits without increasing costs substantially, since most jdivbrced 
women have protection either because of their- own earnings or as a 
, dependent in a subsequent marriage. Howeverj the pbssibiuty increases 
that twbj three, br mbre . people cauld qualify for divorced spouse's 
- benefits based on one worker's eiamings.: _: ilh . i ' . 

Option 2. — Divide a couple's tatal annual earnings for each year of 
marriage 60-50 upon divorce. WhHe th^^^ 

feature pf tbe earnings sharing option, it could be implerhented sepa- 
rately under the p^resent beneS^ aduresis the issue of 
providing protection for persons in their own right, rather than as de- 
pendehtSi J^zillQ'?^ Mdiyiduals P?y 
obtain earnings* credits upon divorce which coiald be used as^a basis for 
&ture benefits. Diyi^jg "eajl^ ^P^^_^ 
divorce could be viewed as giving recognition to the ec<m6imej^alue of 
homemaker services. Under p^resent law, the entire cost of providing 
benefits for divorced spous!^ is borne by all^pAei^ Un^ 
tibn, a lai^er pbrtibn of that cost would be borne by the former spouse. 

g. Additimiai protectim for a^ed mm 

This section djsciMi^lour optioDS designed specific a^ 
protection for aged surviving spouses. :ThaLfirst: two options would a|C- 
complish this: objee tiye increasui|: dependency-based protection, 
thus increasing the protection mamed wbrters have compared jo 
single workers. The tnird bptibn would base benefits for the surviving 
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couple, thus' Sproving protection of 
survivpre of mai^ two-eMer couples, regardless of whetlier the sur- 
vivor is ttopiroa^^ earner. The fourth option would 
elimmaie dependent's benefits for surviving spouses and Jwrpvidelor 
mcre^e. protection for the survivor of a married couple ift fiis or ter 
bwn^nght. 

Dpti(m L-j-Pro^de a ifenefit increase for vei^ aged beneficiaries. A 
^eemi benefit inqWase could be provided for beneficiaries when they 
react ^e 80 to 85. TU/ option wbUld take account of' the fact that 
benefit amounts^ only for increases in the Consumer Price 

Index racLdo ndt^Jj^^ account of incrpsesjin the general stfindard 

^^^^ '^^^ '^W^^ ^^^^^ benefit many more women than men. 

Qptum 2^— PA benefits for survivors. Unreduced benefits 

^t^^^Srfl^^^^ spouses at age 60 or 62, rather than i^e 

65. WhSe>dbvivi^ mouses can get benefits e€[ual to 100 jjerceht of 
the deceased spouselsPlA at age 65, the benefit amountis substantially 
reduc^ if they take Ibenefits before that age; it is 71.5 percent of the 
wortor's PIA at ag^ 60 and 82.9 ^pei^ent at age ^2. In addition^ the 
benefit IS also hmfted to the amount the worker would get if he were 
still alive. - _ 

i.^tipn 3..— Base beneflteior the .surviving spouse on total benefits 
^r*°^„^^®f^A ^^W^ b€«Qefit for a iujyivmg spouse could be set 

ai two^tbirds of the tbtid benefits of the couple: tfnder present law, 
the surviving spouse of a one^anier <3Guple find of a twb-eamer 
couple^wliere a spouse's benefit is payable) receives a benefit equal to 
two-tiUir^ of the couple's combined benefit.^'lfoweverj the suryivor 
of a two-earaer coup^^^ may get as little as 50 percent of the couple's 
prior benefits^ where- both spouses had the same eaniings. ^ 
.^ti^ spouse to inherit the earnings 

credits of the deceased spouse;* This op^tlon would peitnit the sui^vm^ 
spouse td' a^ to bdsvlierHsbeifiJ s^^ y^edits the aimud 

earnings of the deceased spouse for each -y^sr of tte marriige tip tx) the 
amount of the cdntri^^^ aMibenefit base for each year. Altema- 
tively, the surviving spouse could inherit the deceased Spduse's earn,- 
ings credits and add them to his/her bwii record up to 70 or 80 percent 
of the couple's total eariiings. 

A. ActdUwndl prbteciibh for surviving i^ov^es under a^e 60 

This section d^cribes twi5 options that^ are aimed specificjilly^^ 
ii^pri^ving t^^ under age 60. ^ese options 

would accomplish this objective by providing aaditidiial dependents' 
benefit^, rather thMi by providing prptectibh for widowed homemafcers 
in their own right . As a result, these options would increase the 
protection of B^pried w^^ 

^Ctetioh 1. — Pay widow's benefits before age 60. Reducing the ige^of 
sHgibility^for survlylng spouses bdow aro benefits 
for siH^ving spouses who caimot get ben^ts under present law because 
thev-arenot disabled or caring for children^ but who may nevertheless 
Spdit difBcidt brim to find a job because of lack of skiUs, i^e, 
fl healthy x»r other factors. 

Option 2.— Provide adjustment benefits. Monthly benefits would be 
payable to a sm viving spoccse under 6b4or a-year.after the death 
)f the spouse, subject to the earnings test. The ailjustrtient benefit for 
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ipenod following tfie death of the spouse would 

tiori foF surviving spouses under E^e 60 wiio do not qualify for benefits 

under present law. 

. f i. Proposals to UiminaU gender^ased distinciioTi^ 

Foliowing IS ■ discussion of the 1977 Carter administration proposals 

for Siiruhatmg:gender-based di stinctiofls : - , . i u 

: (l)-Provide benefits for aged divorced men on the same basis as these. 
l^nefits^rej>rovided for women. This proposai would provide benefits 
forxSatively few mfen since their o\yn workers' ben^efits would g^^^ 
• be lugher thari the spouses' benefits based on their wives' earnings. _ 

(2) Provide benefits for a father \yhp has iriihis <5fa:e an entitled child 
under age 18 or disabled Jbef ore age 22 on the same basis as benefits 
are provided for mothers. In mpst cas^^ 

entitled to benefits under t^^ proposal wouli have their benefits with- 
held under the earnings test. 

(3) Provide benefits for a widower who had remarried befQre ^e 
60 but who is not married at the time he applies for aged or di^&bled 
tddower's benefits. Prior to the 1965 Social Security Amelhd^^ 
widow Avhp remanied before age 60 could Jiot receive benefits based 
on her deceased husband's earnings, but Congress provided benefits 
basM ohzthe first rnarri to younger widows if the woman was not 
married at the. time she applied for benefits. RelMvely few wo^ 
were Bffected and the additional cost was low; Providing similar bene- 
fits for widowers would affect even fewer men since almost all are 
insured on the basis of their own work: - 'i: 

- (4) Provide benefits for husbands aM/w^^'o^^ 
. qualify for benefits^ under the transitional insured status provision. 
The ^benefit payable tmderthis provision is a fiat amount— now 
$83 .70 a month for a worker or a widow and $41 .90 f or wife . Because 
the trSnsitioh^ insm-ed §tatusj)rb vision applies only to men_reaching 
age 72 before 1966 and women reaching age 72 before 1969i the aumbe 
peoifegetyh^behefits under this provision has declined from about 
13(M)00 beneficiaries iir December 1966 to about 22,700 benefici^es 
in December 1977, and eventually the provision will wash out. Fdgjw 
men would become entitled under the administtj^^^^ -V 
z(5)^hen both members of a married couple are getting special 
age-72 payments^ divide thertotfdainolimteqii^a^^ 
and ^fe. When botlt members of a couple qufDify for the parraent^ 
$83.70 is paid to the husbaM andMl-?0 is paid to the wife: TJiere is 
no nttionale for dividing the payments to the couple in tms way^ 
since neither (jualify for the special payments ^ a "worker" and the 
wife is not considered to be entitled on the basis pf iher husbai^^^^^ 
earnings. Under th^ proposal, each spouse in a married couple would 
receive $62.80; total benefits to the couple woidd b^ 
under presehtr law. The proposal would mcreasa benefits for about 
1^500 wives and decrease benefits for about l^^O husb^^ 
chai^esj^m benefit amounts would be significant mainly in cases where 

the couple is separated. : j i _ i ^ _ . 

_ j5) Teniiinltte the dependent's or survivor's benefits of a nia_n 
married to a disabled worker ben eficjiary if his wife ceased to be dis- 
abled. Under the proposal, certain men who are dependent or survivor 
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bdiieficij^ea- would have their fenefits terminated; Under present law, 

(7) Provide that an iliegitknatei^hUd's status will be determined with 
?^P®c$ ^ the mother in the game \vay as it is how determined with 
respect to the father. Permit a woman's illegitimate child who cannot 
Wi®*it:^*^?iJi®^ her child 

for social. security benefit purposes if; (i) She had been decreed by a 
^9t'^®ri?^f the childj or (2) if she is shb\vii by evidence 
fitfitisfactQiy to the Secretary to be the mother of the child and was 
^living TOth or contributing to th^ sUppdrt of the child. -The j)rbpbsed 
ctaxige in the law would eliminate an explicit gender-basea distinc- 
tion But would have virtually na practical effect. Therejr^ v^^ 
Sb cases ia^yhich a Roman's illegitimate child is not deemed to be her 

child for social security purposes. ^ - ' 

iz {8^iPeraut>ia:W_idowe^^ to waive payment of a" Federal benefit bqsed 
on pre-i 967 military service So mat the military service could be 
credited for so^^ a widower (lUte a widow) 

to waive payment of a. civu service retirement beneft^t based/in whole 
or iB l)art dh credit for mjlitaj^ service, perforn^ before 1957 in 
order to have the militaiy service credited toward eligibility for, or the 
amount, of, the social ^s^ ^ z _ ' 

(9) Credit the self-employinent income of a manied couple in a 
commUm ^Jthe spbuse_wto the CTgater 

amount of management andx^ntrol over the trade or business. Where 
the husbimd ancTvH ainount of man^ and 

control^ the self-emplovmeSt income wbuld be equsdly divided between 
them. Under present law, when there is no parthershipi sejf-empl^- 
me^ income in cbininuiiity propertv credited to the wr(e 

only if she ^ercises substantially all the management and control 
of the business. - 

^ ' j. SfodiliccUidTta of the offset promsion 

_ The 1977 provision to offset public pension benefits against social 
security^ spouse ^Benefits to aybig _ ' 'wind falls- ' resul ting from eniploy- 
ment ouside the social security sjrstem has received widespread 
critieism^ Follcwmg axe of^^ revise that jprp^ion; f i : : : i 

: Option 1. — ^Reduce the amount of the offset; Since public pensions 
oP: ^nonco vered g^oy^nmienta^^^ . emplp^inent f re^^ cgmbihe 
the functions of the social security worker's benefit and those of a 
supplementi^ 

ing the offset only to that portion of the public pension that is analogou s 
to the spcial security worKer's benefit. The amount of the honed vered 
pension that would be disregarded coiild be a flat dollar amount or a 
percentage of the person's public pension. 

OpUph 2,— Extend ^he ojfe^ to pehsions based oh hbn- 

dvered employment for nonprofit organizations. Thia option would 
piHDvide similar trea^ SMcbver|d employmehti 

put would make the administration of the^ offset more diflScult since 
inf ogaatidh aboiit many other pension plans^ have to be verified. 

Option 3:— Elifodnate the 5-year exception clause. The difference in 
treatment df men under tn^ exceptidh clause wduld be 

eliminated by this modification. ' ; 
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.. GptionA.— Delay the effective (late of the offset prbyisiph 5 ye 
The offset would apply with respect to benefits firet pnyable fxjr De- 
cerhber 1P_82, which woulcl eliminate the implicit gender-based disiihc- 
tion created by the exception clause: 

k: Alternaiives to the offset provision , 

z^These ^hree aU^^ Pot change the pre 

provi(tjne: dependeuts' benefits. Option's that would eliminate ' de- 
P^iidents\ benefits for spouses also are potential alternatives to the 
offset provision; 

Option 1. — Provide a ddpendency test. A dependency test would 
limit the payment of bonefits to those spouses and surviving spouses 
»whd werenilependeht on ^he worker at the time the worker became 
eiTtiUed tq retirernent or (lisability beh^ : 

Option 2:— Mamlatoiy universal coverage. Social seciirity coverage 
could be jiroyidecl for all F^deralj State, and local go yerhment^l 
employees and employees of nonprofit organizations on a mandatory 
ba^is.: ' : :: : : ' : z zl. l:^, : l 

: :Gf)tion 3.'— Eliminate the offset jind provide additional financing. 
This Lax>iiroach PA^^ljc employees in 

noncovered work had ovqr covered workers prior to the offset: 

6: MOST COMPREHENSIVE ,BILLS INTRODUCED IN 96TH CONGRESS^ 

Most of the social security bills introduced in the 96th Congress 
thus far (leal with sihgle issues, such as whether or not to liber^Llize 
, further the retirement test, Hwever^ several bills detil with social 
securi ty issues nibre b roadly . ThjFee are d iscussecl b^lo w^H . R. 1 ? , 
introduced by. Representative Coriable (S-N: Y:) ; identical bills (H:R^ 
1851, H.R. 2650) introduced by Representatives Frehzel (R-Mihh^) 
and Green XR-N:YO; and three related bills (H:R. 764, H.R. 765, 
and H.R. 3588) authored by Representative Stokes (D-Ohib). 

a. Conabte hill - 

This bill addresses three major social security iMues; financing, 
treatment of working women ^ and coverage v of government workers^ 
With respect to financing, the ad hoc increases in the wage^ 
enactecT in 1977 would be repealed, leaving the wage base ceiling tarise 
ahnu ally with average wages. The payrbU tax rate dedicated Jo fun^^ 
cash benefits would be increased ^ but the tax rate applied to medicare 
fund ing would be red uced . The shortfall in medjeare f^ would be 
covered by generat i:evenae payments to thC: hospital insurance trust 
fund. , • . : - 

With respect to the other two issues, the Gonable bill would mandate 
social security coverage for federal employees, and a ^'working spouse" 
benefit would be established to insure a greater return _ from sbci&l 
security on the earnings of- married women. The ^'working spQuse" 
benefit would, be a percentage of the srhaller of a retirement benefit 
or a derivative benefit (spouse, widow[er]) for persons dually entitled 
and wbuLd_^e incremeh the regular entitlement. Ohly one member 
of a marriqd couple jvould be eligible for this benefit: 



: ' ' ^ h; Fren^/ Green SUls 
•' : : : ^ : \ \ ; . • .i . : 

- Th€«e;biife:iildude sev^^ proywmns ih common with the Conable 
hfll — '5dz, a repefdjftf the ad hoc wag^ base increases; mandated cover- 
age of Fedorfiil ©mf^^^ 4t * 'working spouse" 
benefit: a3on|t:the lin<^ of the Coiifible proposaL However, these bills 
^include several othe^ 

— ^The UQTmal retirement aga i^^buld be increased gradually from 

- > 6^ to 68 between 1999 and 2P11, / - i 
* — All^ider-felated differences in the ^ 

ende^, juid matrioge/rem ot a beneficiary would no longer 

, be used a$ a • f i|c to r in termih a tion or reclu e t i bri of ben efi ts . 
^The retirettient test would be phased out by 1982. 
These two bills would intyrease^ 
the lower wage basej^ and the iridiviaual trust funds would be pejv' 
mitted to borrow from each other if ^ieed^ bill, 
there is ho provision fpr greater use of general revenue funds. 



c. SMes hills 



JP^b^ bills have tw^ provisions iii common with the Frenzel/ 
OfSen bills — extension of covefa^e to Federal employees, and elimmar 
Mbiv ojf the 5^tiremeht test (the latter' being done immediately rather 
t&an graduatty). 

-_ Howeverj the Stokes bills call for a number of program liberalizations 
not included in the other bills: \ i __ i : : : : : 

—Full retirement benefits v^buld be paid as early a&age 55 to popula- 
tion subgroups for whom earlier retifemeTit tha^^ 
norm can be justified to actuarial grounds due to shorter life 

expectancies. : z_ lii : 

—Pnmaty insurance amounts ^ou^id be increased. ^ 
— The marriage duration requirement for diy^^ spouses to receive 

derivative benefits would be rediced to 5 yea^, : : 

— Workers earning less than $5,000 yearly would be exempt from 
^ the payroll tax:^ _ ^ 
The increased social security costs and reduced revenues that would 
result would be made up'^by: Subjecting all wages to the payroll t^^ 
(except Jihpse exe^^ and introducing more 

general revenues into the program. : ^ __ : _ 

Stores also pfoppses two major liberalizations in the SSi program: 
Raising Federal benefit rates to the poverty ihcbme level ; arid lowering 
age eligibility for SSI benefits from 65 to 60. ^ 

B. Public Employee Retirement Systems 

l. HOtJSE PENSION TASK FORCE • 



- In 19J8; aiPeri^ion^Task Force of the Committee on Mu cation^ and 
Labor^ U.S. House of Representatives, filed a report summarizing the 
findings of an in-<iepth review of the status of public emplpyee retire- 
ment systepis, includi^ Fe(^ral, State and local systems. While 
primarily an exposition of facts on these systems, the report (/Tens 
Task Force Report on Public Employee Retirement Systems,'* 95th 
Gongress, 2d Session, March 15, 1978) draws several conclusions that 
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suggest areas where new policy initiatives are needed. These conclu- 
sions are sjimmarized. below: : ^ ; 

— The impacts of these systems on the national ecpnpmy^ financial 
markets, gbvernmehtal spemling, and thfi well-beine of workers 
and their families have hot been fully cpmprehe^^^^ by those 
involved, and . . the current regulatory, framework (joes not 
t adeq^uately protect the vital hatibhal interests which are 
invdlved.- 

— Current Federal legal prbvisipns reji:ar(Iing those systems do not 
lead io a unified national policy, and the primary body of law 
(the Interhal Revenue Co<le) is ambiguou in its applicability as 

• a^regulatoryidevice for these systems. . 
. —Regarding State iegal prbvisibris, the repp **Xhe 
absence of a coherent and uniform regulatory framework has 
resuR«d in jgehera^^ ineffective communication of basia jslan 
provisions, inatiequate safeguarding of plaii assets and ihfeufficieht 
prbtectibn bf participants interests.*' 
' — in many sy^tems^ participants are poorly infprrnecl of plan i^^^^ 
yisibns and vested benefit amounts, there is a lack of independent 
and external review of plan financial bperatibhs, -and there is an 
ih(^mjpleti0 asvsessment of true j^^ 

— A majority of uublic employee retirem to meet the 

minimum standards for vesting set for private plans by ERISA. 

—Pointing out that 17 percent of public pla^^^ 
you-go financing, the cep*ort calls for elimination W incentives for 
continued use of such financing and accumula^^^^ 
fund reserves on an actuarially sound basis instead. Uniform 
actuarial measures^ terminblbgj^j^ ami s ^ 

— A^utiiform standard for fiduciaiy conduct by plan managers is 
un^ed to avoid impairment pf plans' iBarnings through invests 
ment patterns dictated by political rather than financial 
considerations. _ _. 

Legislation following up on the report recommend a^tibi^^^^ bb- 
servatibns is expected from the task force letulership, but no bill has 
been introduced at this .writing. 

2. eresident's commission on .military compen^tion 

Also in 1978, a corarai?4sion established by President Carter to 
review military compensation rcpbrted its recbmmendations. While 
much of the "Report of_ the President's Commission oh Milita^ 
Compensatio n" (Ap ril 1978) detds with active iluty pay and other 
Tjfaatters not diipfc: relevant to this paper, extensiye yvork wfusdevp^^^ 
S^a proposal (STifPrm the military retirement system: The commis- 
sion's proposal is described briefly below; 

—The basic philosophy underlying the proposal is thrlt military 
retirement should be viewe<l us^i supplernent to social security to 
provide an ailequate income in old age rather than as simply 
deferred pay, but the system shbuUl be (lesi^^^ 
for career service anci should be accompanied by a progriini bf 
assisttmce_in trahsitibhin^ tb civilian employment. 
—Old age annuities would bo based on the high-3-year^average pay 
tb retirees at age 62 with at least 10 years' service, or at age 00 with 
at least 20 years, or at age 55 w ith at least SO years. 
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— Wage replacement rates would range from 21% percent (10 years' 

service) xijyto 90 percent (35 years). 
— Upon entitlement to r^eive social security benefits, military 

retirement benefits w^^^ be reduced by i}* percent of the social 

security primary insurance aniount for each year of s^rvi<^e up to 
Saximujrn redue^^^ 
* — Both benefit jjayments and the wage base to be useii for future 

retireesl^henyjpmput^^ adjusted by CPI iricreases. 

— A deferred compensation trust fund would be established for 

Active A^t^.^ that they can draw oh for aid wheh trahsi- . 

• tioning to civilian life. 

— I^irait miwlical beRefits to r^^^^ * 
with entitlement at the time annuity payments begin for those 
with less that^ 25 years' service but entitlement upon separatibh 
for those with Longer temires.^ ; ; 

— A military retiree who works in^he Federal civil service shbuUl 
hot receive retired pay while in Federal eiuployment, arid retire- 
ment ijreclits earned m the civil service shduld be cdbrdihated ' 
with the mditaiy ret^^^ 
—Current retirement rules should continue for active duty personnel 
with 5 or moreyears of se^^ serving second ehlisi- 

ments, and for those serving beyoml -their initial periods of obli- 
^tioh. ; 
The commission's plan would^deal with the problems of coordinating" 
wit-li social security antl the civil service sys tem and would change th§ 
early retirement incentives for individuals with vested benefits: The 
cost analysis done by the co huh issioh ihd i_c atecl t h a t jbu d ge t ou t lays 
would rise initially for aboul^/15 years following enactment of the new 
system. However, over the long i^h| steatly-state reti^^^^ 
would decline by about one-third Compared to the current program. 

II. OUTLINE OF ADDITIONAL POLICY OPTIONS 

This section outlines policy totions identified from sources other 
Mian those reviewed . in : section 1 ^ oi^ahized: by the _ policy : issue j prir 
marily addressed by the option. Following each option's description, 
^ ref e rehc^ to a f u 1 fer <1 iscussio h of the t op ic_ is sh o wh in pareh theses . 
Where an option is_ included as a provisign in A bill introduced in the 
? ?Ab Qpngreis je fere rice is made Ul the first I lo u se ah( 1/ b r Sena te bill 
number including that provision- The ma^iy (luplicative bills associated 
with certain pro visions -fclriB hbt listed. 

_ * . . V ' 

A: Benefit Adequacy and P'aihness 

1. OPTIONS TO INCREASE CURRENT INCONfE OF THE AdED 

...... ^- . . _ _ . . 

a. Income tax creditil (Irductionis:^ exemp^mns aiid txciwsiona 

■ -, - " _ ~ _ _ ' __ _ i _ _ _ 
i P^isehtly, each taxpayer a^e ^5 and ^f'er receives ah^CT perspha] 

exemption: This extra exemption could be off ered to a broader segment*^ 

bf oider^ebple by reducihg the eligible age to 60, or 55 fbr widbws ahd 

widowers (II R: 984). . 

Excluding certain tyjp«s bf ihcbme frbm taxatibh wbilld help bidef 

taxpayers. Suggestions mchide exclusions of various amounts of pen- 
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sion benefits (H;S- 109, 25 other bills), and of interest income for 
taxpayers o v er a cert am age ( H . R . 54 1 , S . 1 04 0 , d tie o ther bil 1) . 

itemized^ ded actions for certain expenses of the aged have been 
proposed, siich as deductions for the costs of electrical usage (H;R: 
1721). : . ; : 

New tax credits have been proposed to assist the &eb(L, including 
credits for partial relief froiii property taxes or rent iH.R. 499j six 
g^ei^Jbills) , enei^f:^ costs-(H:R: 1097, two other bills), and home 
maintenance expenses (J H.R, 4744), _ : ^ : 

Existing tax credits that benefit the aged ancLretiied may>be 
liberalized, such as the tax credit for the elderly (H.R. 105, S. 94, and 
i:rdther bills). _ - ^ 

Federal re imbursem^ Pfforing j>roperty^^^^ to the 

^ed would spur such assistance at the State level (H.R. 2632). 

b.SSI 



I Increase Federal ^^^^ loyels to the amounts equivalent to the 
poverty line for singles and couples (H.R. 764), 

Federalize benefit costs, resulting in hio;het total benefits if States 
used freed funds to increase payment levels (H.R. 1538). 

Reduce income counted against SSI benefit by ^txduding interest 
income (H.R. 2403ji oi" l>y excluding the value of shelter "provided 
to recipients (S: 620), or the value of other support in kind (H:R: 
1727). , _ : 

Provide supplementary housing allowances for SSI recipients 
(H.R. 487). . • 

Lower the age limit for eligibility from 65 to 60 (H:R 764): 

Pii<>vid e : SSI recipients wi th ex t ra cash in lie li of food s tamps, 
thereby raising income ilB_vel for recipients who don't claim their 
stamps _{H.R::_432^1^^^^^ ; 

increased the number of eligibles by revising the assets limit to 
exclude the va^^ (H.R. 882, S. 329, two other bills), 

or to revise the present partial exclusion for the value of a home (H.R. 
713). 

c. UTtemploymeni benefits 

Prevent the prospective loss of incomei for pensioners claiming 
unemploymeht benefits by delaying the effective date IH.R. 1653, 
H.R: 3920)/^^ repealing outright (H.R 4464) the law requiring all 
States ta off sat: r^^ benefits against uhemplbymeht benefits 

for dual beneficiaries. 



rf. iiaitroad retirement 

Eliminate certain offsets against social security benefits for rail- 
road retirement beneficiaries (H.R. 699, four other bills). 

«. Federal employee retirement 

For military retirees over a certain age, recompute retired pay 
based on current actiye iduty pay. rates, rather than the rates 
applicable at time of retirement (H.R: 462, five other bills): 
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/. Asaiatance tn kiiul 



^l^SdSilv^f excluding the value of a burial plot 
^^liffSc^ Onf Slowances for certain SSI recipients 

expense deductions (H f Heterminine their countable 

pants in certain otiier welfare programs (S. 1270J. 

2. OPTIONS TO BEVISE FUTURE EN^ITL^^MBNTS FOB KETIKED WORKERS 

a: Sodal securUy , 

■ Compute social security lf^^^«d on average earnings for the 
3 ye^trs of highest earnmgs (^.K.^5^ej.^^_ _ ^^j^^ng rule for recent 

after age 62 (H.R. 175). 

6. Railroad retirerhenl 

'^^J&aStfa»^'S.6H »4k;r .he spouse 
reaches age 60 (H.R, 4341): 

• Reduce ^ iMimm^f^f^ adjustments W cost pt 
-Sii ^rurSSl ^Si^SuS ^ Feie« employee, 

presently (Shipp). 
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d. Private pensions 



Change ERISA reeulatioi^ to literiJize riiihimum 
ments by. Reducing oelow 25 the age threshold above which vesting 
is required (wrfeps after 1 year of service); reducing the 10-year^ 
service period required by ERISA; and requiring allowance of 
breaks in seroee for chOilbeariri (Schroeder). . 

-Permit greater portability of credits among plans under ERISA 
(Sctow^der; Shipp). _ . _ , 

Prohibit cash withdrawals of employee cbntnbi^iohs to plans 
(Greehough and King). _ _ . , 

1 Set up a pool fund for combihM payment of sm 
frbih several different plans for workers with multiple private pension 
pi an cove rage ( Greeho ugh and Kin^^ . : i „ 

Require pension plans to liberalize their terms of coverage for a 
firm's employees {Shipp}. : j _ i :i_ 

Require more equitable benefits for short-term workers than most 
plans currently provide (Shipp). 

a. OPTIONS TO RK\a^ MECHANISMS ^F^^ .^^^^i^^^ ?^^^^'^ 

ADJUSTMENTS ASSOCIATED WITH PRICE OR WAGE INCREASES 

a. Soetai security 

Mc£e cost-of-living adiustrnente in_ social semi- 
annually instead of annu^y (H.R: 294^ four other bdls). 

Establish a special OPI for the aged for use in social security 
cifejM>f-living adjustments (H:R- 3ab, _two other bills; eampbell). 

Base the autbrnatic annual social 
the average ^^e increase whenever wa^s rise by less than the CPI 
(Campb^; RivTinJ^:__ zil i^.i i _r^^ 

Index social security benefit^lojKatge rather than price increases to 
keep benefits m line mth ecC^ growth, perhaps restricted to 
per^ns on the rolls 16 years or|rhore or as a tradeoff for lower initial 
w^& replacement rat«^ _ : 

fiidex WB^e credits under socikl security; by orice^ rather than wage 
chan^_ to limit the size of the system <CRS; eampbell): 

•DfflFerent approaches to indexing earnings -credits rM^^^^ 
ways of adjusting the dollar bracket^of the benefit computation^for- 
mula to assure that the desired d'e^ee of progressivity in the benefit 
formula is retained over time (Campbell). 

^ 6. f^dercU employee retirement 

Limit civilzsemce retirement cost-of-living increases to 70 percent 
of increases in the CPi (680). 

c- Private pensions 

iiLEneourage or req^uire p^rivate pension jjlans to offer at least partial 

protection of beneiits against' inflation XC5lark;:Shippi) . 

1 Re^^uire that collectivB bargaining cover pension benefits for workers 
already retired (S. 1473). __ _ _ : _ ^ . ^ " 

Index the maximum allowable contribution to an IRA for changes 
h wages or prices (S. 1242). 



d. Welfare beneJUs 
; Exclude social security cost-of-U^ increases froS countablfl 
b&?)!^^^ eligibility for housing assistance (H.R. 743, two other 
ahS^^r!^^''^^ !f'^"^^ SSI ^cost^f-living: increases from count- 
M^^tw^oSSiT" """^ ^^^^ 

OPTIONS TO REVISE THE TREATMENT OF WOMEN UNDER RETIREMENT 

INCOME SYSTEMS. 

a. Widows' benefts 

r«fST^r^^i^^*^r" T^^ security benefits and a 

(h!r 484) ^vorfeer's social security benefit without offset 

vili^enl^^^l^ benefit, against military sur^ 

Allow payment of VA ' dependents' indemnity compensation to 
wid^s_^V remamr after age 60 (H.R. 679, two jDther billsl 

Mrerigthen^ERISA to pfd- 

vide^omt Land survivor benefits (H.R. 717, H.R: 204g; Clark) 

1^0 not_reduce a peon's social security benefits because of a mar- 
nage or:^remamage (H.R. 1736). 



>wer age reqmrement for a social security widow(er)'s benefit 
fnmi rn ^ rn^^^ 2466, S. 967, four other bills). ^^""^^^ 
nel (H R ^T^^ ""^^^^^^ ^ ''^''^^'^ survivors of reserve person- 
(i^^^974 ^H^R^f^"^^^^^ survivors who remarry after 'kge 60 

^ .Require survivors' benefits undet private plans for vested employees 
wnodis before retifemerit a^ei(H.R. 3340). 

_ Re^fe mUitary .survivors' benefits and allow spouse participation 
m election of benefit dptibris YShipp). ; ^ ^ f^^^"" 

AUow a: 1-year ffrace period in whicLto elect the survivors' benefit 
option under iJivu service retirerne^^^ 

Allow a wdp^v(er)'s benefft uruler civil service fetiremeiit for a 
spouse who inanied a pensioner afterjiis/her retirement (H.R. 528). 
^Extend civil service retirement survivors' benefite 4x) md0w(er).^ 
of pensioners who did not elect the survivors' optiori (H,R. 1680) 

Allow a civil seryj^e-ret^^ increase the survivor benefit to pro- 
tect a spouse of a remarriage (S. 203). 

_ Require under ERISA that s option agreements in private 

Pia^ must be signed by spouses (Schroeder; Shipp). • 

Allow widows^to remarry after a certain age without loss of railroad 
retirement benefits (Shipp)^ 

Require that survtvor option agriements for civil service retire- 
ment jriust j)e_sighed by spouses j(Shipp), 

Provide survivor benents under . civil service retirement without 
reduction iri the rHBtirem^^ 

:^ Reduce the age below which the remarriage perialty applies- under 
cml service retire^ ^ ^ ^ app 

Increase survivor benefits under: bivil service retirement (Shipp).; 
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5. Disced spouse henefiis 

Reduce the mai^age duration requirement for divorced spouse 
benefits under soci&l security to les^t^an 10 yeare (H.R. 874), or 
elimihate the duration requirement (H.R. 3309). 

Do not reduce a ^rson's social security benefit because of a mar- 
riage or remamage 

Remstate a terminated child's benefit under social security if the 
pai^tisdivor i l . i i 

EntitJe an unmarried divorced spouse who was married longer than 
some minimi^ a portion of a civil service retirement or 

survivor's benefit (H.R. isa?, H.R: 2818). ^ 

Revise social security i^€» to r^^^ better the cbah^d structure 
of the family (Robertson; Bui&auser). 

Provide medical benefits to spouses divorced from military personnel 
if mAiriage lasted 20 years or raoriEj (Schroeder) . 

Make provision under ERISA for splitting of private pension bene- 
fits between divorced spouses (Schr 

Revise the structure of social semirity such that covered earnings 
shared between spbu^ses for deteirtiihiiig benefit ehtitle- 

fents upon retirement (Burkhauser)^ 

1 Extend railrotul r^|M^em retired ay 

^(Shipp), and civil service retirement (Schroeder; Shipp) to divorced 

^spouses. 11 ___i 1 

c. Eqmty in treaimeni of work by women 

Provide earnings credits .for unpaid hbmemaking ;under social 
security (H.R. 1039; Shipp; Gordoii). 

Estsblish a ^ ^working spbus^ under social security (H.R. 

3168, S. 907i four other biUS.) 

Reform the structure of social secui^ty to reflect ^eater labor force 
p£U"ticipati6h by wome^ through earnings shari^ for example 
(Robertson; Burkhttuser; ShipLp; O'N^ - 
ji tiniit iheisbcial^^^ payroll tax pjiid by two^eam to 

the maximum on individual coutdpay for 1 year (Feldstein): 

Increase social security benefit amounts for two-earner couples 
(Shipp). ^ > . . 

Allbw couples to Combine their social security earnings records 
(Shipp). : V 

Base social security^ benefits on the average of combined covered 
earnings for couples (H.R. 2503, 8.907, three other bills; Shij>p)^ _ ^^^^ 

In conjunction with me^ur^s to improve benefits for woAing 
w^omin^ reduce or elimihate the dependent spouse social security 
benefits (Shipp). i 

iiEfi^iiat^tne ui^^ actuarial tables in calculating private 

pension benefits (Shipp). 

Repeal thfe provision to ofiTset public pension benefits against social 
security spouses' benefits (H.R. 398, S. 294, 10 other bills), or extcftid 



the period of exemption before the prdvislon's impleraentation, per- 
haps waiting for action on uiiiversal coverage under social security 
(I£R.2607). 



Cbhtiniie paying social security disability benefits to a person who 
marries a civil service retirement beneficiary (H;R; 658): 

Do riot reduce apersori's social security benefit because of a marriage 
or remarriage (H.K. 1730), f - 
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Modify ERISA Tulee on vesting to abblv BaforB or rs^s-i, 
ost ti^^y?'?****'^'^^^ ''^^ under ERl^ (Schroeder) and 

^(mu^^^^smr^^ ^^^'^''^ 

w«4%1l£pp)^ ^^"^ *° ^'"^ ^ short-tenure 

LiberaUze nil^ under EHlSA on aUdwable breaks in service (Shipp) . 

OPTIONS TO INCRixSE PKIVATE StJPPOHT OF THE Xq£d 

. AUow an income tax deduction or credit for a taxoaver's 

6. OPTIONS TO IMPROVE BETIREMENT PLANNING ' ^ 

. f^bS prermtemm education ^ 

6. Injorpiaiiort m mii-menl deh^ 

-JSll''^^^^^^^^^°^^^^ on ho* social security and- 

prreate pensions j)lans work (Robertswi; NCSW) and 
.t^equu-e the^^Socml Security Administiation to infonn coverfld 
worlrere annually of covered ^w^^^ and/or current ^ocS Sitv " 
aleif I. lo8) Prbfected benefit entitSnts (Hig^ 
B. Benefit Financing 

1. SOCIAL SECURITY FINANCING OPTIONS 

J o- ievei of funding ^ 

..^^^^^'^'^'^^^^^^^ secGrity Irust funds sufficient 

h^r.l%V^T^''^'T^^^ 1^*^* provide ^funding fbr all future • 

benefits to which retiree! and Avorkers are entitled U8w "tand°rd 
Bctu^nttl assumptions (Feldstein; eaipbell). ^ standard 

6. Sources of funding 

iP'^M^'' F?^'"'^^ to OASI, DI, and HI (H R 33 five 

other bills Robertson ;CampbeU) ^xa.rv. .5.}, nve 

thP^n^nvrniri^v'l^^*^ general revenues and adjust 

Mu^lSlsl^.^iZP/^ *° (H.R. 850, six other l^ills; 

r«f^!r?h« J^\'^«lf«re^aspe^ts'Lpf OASI from general revenues but 
(SeU-^lQ^g "retirement aspJts" of the program 
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:^ AulMbrize trust fund bqirowing from general revenues during periods 
of economic recession (Ri_vliiiJ,__ _ - - . . 

Levy a new tax (e.g^ a vadue-added tax or a tanff on oil imports) 
to pay for part or^ of OASDHI costs (PLpbertson)^- _ 

Cofflbme-two or more of the ^^tiiree^rust funds (RivlinJi or allow 
OASI and DI talA)H-ow from e^ho^ .^^ 

Increase the ^eilirqg on covered wages ^H.R^ 33, four other bills), 
or increase the payrbU tax rate but reauce the base (H.Rj 546i- 

Elimmate the employer portion of ^he payroll tax (Campbell). ^ 
'w ■ - - ^ 

c. Cost reduciiohs 

iUijust annu^ credits for covered earnings by a price index rather 
than a wage index in obtaining ah average monthly wage for benefit 
computatidn (CRS; Csrapbell); ; i i: 

Adjust social security benefits- bjr the year's average wme mcrease 
rather th^ by the ePI; increase in years when w^es fair behind 
inftatioh (Campb^ RjvLihj. _ ; _ i 

' Allow fewer years than 5 to be disregarded in computing average 
mohthly wage to determ^ benefits for workers with hraited years of 
coverage (Budget). ' ' --- . _ 

Ph^e but dependent's benefits for students over age 18 (iiudget). 

Reduce benefit eligibility of nonaged spouses, who care for minor 
childr^h (Budget). , - . 

_ Apply offsets to social securitv benefit^ for retirees who also r^^^^^ 
Fedeml employee pe^^ ^ ^ * 

Eliminate the mmimum floor under social security penefit amounts 
for hew beneficiaries (Budget). _ , > § - u 

timit eligibility for sumyors' behefit^^^ families ofx workers who 
were fully entitled whea deceased (Budget). _ „z 

Raise the age at which the retirement test ceases to apply from 70 
to 72 (Budget). 

2. CIVIL SERVICE RETIREMENT FINAlfclNG OPTIONS 

a. Levei ojyunding 

Increase the Federal employee cbhtributibh rate 'from 7 to 13 per- 

ceht (CBG). - ^ 

C. Employment and Retirement 

1. OPTIONS TO LIBERALIZE* MA NDATQRY RETIREMENT AGE LIMITS 

d. For Itie work^force generaUy 

^ Eliminate mandatory retirement for any job covered by^ the^Age 
Discrimihatibh in Employment Act (H.R. 76, three other bills; 

NCSW). . ^ ' ■ 

6. For me mmtary 

Eliminate rhahdataiyre^^ (H.R. 1^6)- 

Raise the mandatory retirement age in the ihilitaiy to 65 (H.R. 



Pennit active military duty for reserve officers until age 60 (15. 470). 
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e. For otiier sekeied occupatiom 

^JlUmiiiate toandatdiy retirement for Fbreijm Service personnel 
(H.R. 2894, H.R. 3730). . 

Prohibit or revise age refltrictiohs applicable to aircraft pilots (H.R. 
3201^ six ^tber bills). 

- Prohibit^ Stttte^ or local laws that exempt jbbe from coverage under 
the Age Disciiminutibh iii Emplbymeht Act (H.R. 4952). 

2. OPtlONB TO REVISE FINANCIAL RETIREMENT INCENTIVES 

^ a. SaHy T^tmient incentims 

Lower the minimum age for social security early retirement from 
62 to 60 (H.R: 708). _ 

Liberahze eligibili^^ social security disability benefits after age 
BO and lengthen eligibility period for unemployment benefits after 
60 if^dcial security early retirement options are curtailed (Qreehbugh 
andB[ing). : 

-jyiow mflitary retired jpay at age 65 for membei;^ of Reserves and 
Natiraal Quaxcf |H,R. 816). 

Revise Federal civil service early retirement provisions to approxi- 
mateiU^ose of compa^ pension pl^s (GEO). 

EUminate social security early retirement benefrte (Qreenbugh arid 
Kin^^j - : / 

Almost sociri security early retirement benefits so that the reductidns 
are actuarial^ Beutral rather than ah ehcburagemeht to early retire- 
ment (Feldstein). In' 

Increase the social security 'benefit ambuhts paid but at ^e 62 
(Clark). 

_ Iricr^M® ^li® J*dy?tibn in^ teMFeinent benefits paid for^e__6^ . 
retirement under social security from 20 to 24 percent (W ertheimer 
and Zedlewiski) . _______ 

h, Dejferred retirement incentives 

''\ Eiicourage employers to improve fringe benefits available to older 
wovk^M^lNC^ [ _^ _ _ _ 

Repeal the bonus n^w- added to social security benefits for retire<r 
ment^_eiterred:p^ : i i i 

* increase the soi;iaf security bonus for deferred retirement from 3 
to 5 percent of regular retirement benefits (Wertheiiner and 
Zedlewski). 

: A^Jyst the social secyri^ bonus for defeired retirem 

increments are actuarially neutral rather than a discouragement to 

deferred retirement (Feldstein). 

Raise the normal retirement age under social security from 66 to 
68 ^eampbell). 

JJlpw an jBxem from paympnt (rf: the sbciM securitv payroll 
X for workers age 66 and over who are entitled to social security 
btegi:gz{H.R.4428).^:_ _ i i _ _ : : . ' 

Change social security retirement provisions to reflect lengthening 
life spahSj better health b new thinking^ about 

how work and leisure should be distributed over the Hie cycle 
(Robertson)^ 
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^ For th^ who ddier retirement past^e 65, pay social security 
beheSts retroactivelv to the month of the 65th birthday when such 
woAers do retire <fiuft. 2080) . 

- Increase the_ age allowed for contributions by the self-em- 
ployed to Eeo^ accounts (H.R. 1367). 

c. Soeval security ¥eiireme7U teat 

Eiliininatci the reductions in social security benefits now applicable 
when beheficiariS betweei age i 62 and : 70i have earnings above a 
certain threshold^ level (H.R; 113, 21-45ther_^biUs; Buiihauser and 
Kimmel; Beny, GsUrfihkel and MuntsiFeldsteinl. ^ 

- Eliminate tne retirement test for those age 66 and over (S: 1287, 
S. 1418). 1 o :z i: I z : i _zz zz : z z 

Ldberaiize the retirement test- by : £iowering the benefit offset ^or an 
aS^tion^ cloUSr eMiiMJi^S 50 

iew^) ; increasii^ the :amonnt of earnings exempt from being offset 
agaiMt bei^^^^ : 

Revise the retirement test_accounting rules to reduce ite impact in 
certain circumstances (H.R. 779, four other bills). , K 

8. dPttONS to INCREASK EDUCATION AND TRAINING OPPORtUNITIBS 

FOR THE AGED * 

\ ' •' 

a. Edmation 
, - _ _ ;i _ . - 

Make grants to ihstitutibhs of hi^er education to pay tuition for 
aged individuds (H:R. 624, H:R: 1444). 

Require institutions of higher education to make courses available 
to the ag^d on a space-availBble basis (H:R. 6§8, H.R. 323Q). 

b: Training 

J^bvide^mbre counseling and job training for persons nearing riitire- 
mentage (NeeOA). 

4. OPTIONS TO INCREASE JOB bPPdBTlJNlTIES FOR OLDER WORKERS 

» a. Job crecUian 

Create more pw't-tin^^^ for blder wbrkere (Rbbertsbh; Biirk- 
hauser and Kimmel ; Gorbo) i - _ . 

En^cour^e m^^ and flexitime to increase older 

workers' job opportunities (NGeOA). 

Create less streiiubus public service jobs to attract older workers 
(Robertson). 

6. EmjptoymerU aervtcea 

Provide older workers better access to job informatibh thrbtigh 
community centers (NCCdA) . - 

Encourage firms' persohneL offices t^ e^^^ Uiiks with employ- 

ment^ serviceii and educational institutions to aid older woricers 
(NCGOA). ; 
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^ D. System GooKbiNATioN and Design 

'1. dPTtONS to REVISE THE PtTBLlC-PRlVATE R1?LATIONBHlP IN RETIRE- 
MENT INCOME FR'bvlSION 

- a. ImerUives to increase individual ejfforts 

JBxtexxd income tax credits for a portion of individual savings 
(H.R..169:). 

: Pemut: indijddual.jsput^ plans in lieu 

of tsxstion by, and participation in, soci^ security (H.R. 210, four 
otherJftOlsi^ - J - 

-lidlow contributioAs to IRA's by pension pSan participants (H.R. 
62|.dfour btlKjr JbOls)^ _ . . . ^ 

.Extend income tax deducliona for contributions to, and earnings 
dfj pfensibhjjlans ndtBpdnsored by employee (S. 675, two other bills'; 
Buwhctuser and Kitiunel) . : 

, . EnGdurage development; financial institutions of revei^e annuity 
fiortgagos (Gutbwsfc and FeU^ 

6. Measures to increase ih4 Federal yoU 

Increase the replacement of earnings by social security to com- 
beisate for any dechhe in privat^a provision of retirement income 
(Robertson): , . 

c: MecLsures to increase FedercU regulation oj private pensions 

- Revise^ the jrulos for iritej^atidn* of private pension plans with social 
security such that the weighting of private pension benefits in favor 
of higher j>aid empldyeibs is further limited than at present (Shipp). 

Require the Pension BehefitGuai^anty Corporitibn to insure certain 
nohbasic be^nefits in additioji^ to pendo^ (H.R: 1570)^ 

Move toward reqtiiremenji under ERISA of full^and irnrnediato 
vesting by private pension plans (Greenough and King): 
• <^ '\ 

d. Measures to encourage private pension offerings 

Allow ihcbme tax deduetipnsj f^^^^ pension plan con- 

tributions «^: 75^two othy bills): _ , 

'^Increaseiflexibility^ P^a^^s meet mi-^^^ 

mum vesting standards, and allow a phas&-in period to reach vesting 
standards for new plans ( Greendugh an(l King) ^ - 

Adopt public policies designed to encourage private pension offer- 
ings ((JlarR). 

e. Options to attain a coordinated pubiic-primte pension system 

Establish a four-tier retirement income :S^^^ 
that will eliminate poverty; (b). social security to replace earnings 
below the niedian .wage; (c) social security 

replace earnings between theSOth and 85th percentiles in the earnings 
distribution ;JdiJb^^ plusjiriyat^o P<e plus individuals* 

investment income to replace earnings above the 85th percentile 
(Clark). 
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Do not permit public behefits_ f^^^^^ 
ieav4ng sucn benefit offerings to the discretion of private plans (Clark); 

Manilate a national pnvate pen^^^ system qesignecl to impose on 
all firms a portable; universal system that .meets a set of Federal 
st an thin Is unci serves as a supplemental system to social security 
(Ross). 

; : _ .\ 

2. OPTIONS TO REVISE THE FEDERAL ROtE^iN PROVISION OF RETIREMENT 
" : ; iSCdME FOR. PUBLIC EMPLOYEES 

a. Social security coverage^ 

Cover all government workers umier social security (ilobertson; 
Greenbughitht! Kingj Muhnell anU Cbntipllyj NCSW* C'RS). : ^ 

Require' alLi^ederal employees to participate in social security (H.R. 
536, H.R. 537-;Shipp>. .' _^ : : ^ 

Recjuire-all new federal employees to participate in social security 
(H.R. 2365). ; * 1 _ ^ : 

Extend social security covenige to Federal employees on a voluntaiy 

; basis (H.R. 489). ' / , 

: Recpiire s?ochd security cover a <^e of the legislative branch, or Mem- 
bers of Congress, ami/or the Presi(ient and Vice President (H.R. 1601, 
S. 352, eight othei^ bills). 

-b. Coord inutioh "of social secun ty and public employee retirement 

Coordinate credits under sociaLseciirity and civij service retirement 
for any one Aviih (I uti I coverage (H . R • T^B) . z :z 

Allow x\n exfchange of earnings cretjits between social, security and 
RubHc pilaris for \vbrkers with credits under both (Muririell arid 
Connolly). , 

Convert^ civil service retirement to a supplemental .plan atop the 
social security base (CBO). : l - 

Eliminate provisibns under sociiil security that result in "windfall'' 
benefits to government workers (Munnell and Cbnpcwiy). 

c. Federal regulation oj public employee rUi7*ei^^^ plans 

_A.pply the BfilSA funding stanclards to ' p^^Hc employee plans 
(Greenougharid King). ' . : • •. ' 

Require: indepenflent cost estimates for proposed plan changes and 
propdsalslbr tax ^increases to' cover costs (QreendUgh and King). 

Set normal retirement age at 65 for public plans, with early retire- 
ment benefits based oh actuarially fair reductions (Greenough and 
King). . . 

Require that public employee plans be integrated with the social- 
security behefitistructure (Greeribugh Md King}. : i:-. 

Esta1)lish strong standards for: actuarial evaluation using (Jjy^namic 
tissuniptibrisxpubli(^(jisclb^ fiduciary behavior (Green- 

ough and King J Munnell and Connolly). 

izCreatej a central fuml to ^i^^^ of credits among public 

employee plans (Munnell and Connolly), 

Establisn a uniform retirement systern for all Federal workers, or a 
credit exchange among Federal plans (Munnell and Cbnnblly). 



Set ewly retirement;^e higher at present for police^ fire, 

and militajy pens^Lons j provide, su personnel ^mtlv h 
second-Kiareer job training and lower vesting requirements'in lieu of the 
preseut pension generosity (SJuhhell and Cbhhblly). 

8. OPTIONS to REVISE THE SOCIAL SECURITY-WELFARE RELATIONSHIP 

a. Major system reform 

Gbaiige the structure of social security to resemble a private 
annuity, and expand SSI benefits, perhaps to 125 percent or more of 
thfr poverty line (Burkhauser^ Binstock). ' r 

Change the structure of social security to that of ah annuity, and 
replace SSIwi^h a flat gr&nt per aged person (Ozawa.; Berry, Garfink^l 
and Munts; Shipp), . : j| 

Phase in ireforms such as the above by '^grandfathering" the currenff 
social security entitlements and limiting the hew ^s tern Is applied 
only to new wage credits at somq future date after enactment (Bin- 
stpck^ : z_ i _ _ 

b. Minor program revision 

Lower the rate at which Social security benefits are offset against 
SSI benefits from 160 percent to 50 percent to sttehgtheh the relation- 
ship between social security benefits and past earnings levels for 
retirees from low-wage jobs (Burfchauser and Smeedihg). 

. TIL POSITIONS TAKEN BY INTEREST GROUPS 

A. Backgkound . 

The policy options discussed in sec tions f and II weiFe found in . 
legislation, in government studies, snd in the writings arid testimony 
of a y ariety of schol ars iind jpension expe rts . To gain ad ditidft al 
insight irrto the outlook for policy change, statements were requested 
frbm a varietj^ of mterest. groups dh recent positions takefr_dh policy 
issues? concerning income and .employment for the aged. Views were 
sought from dxganizatidns representing business^ If hor, the ^ged , the 
.pension irKlustry, and pensioners themselves. V While the inform 
collected may be inconiplete, and most certainly will become dated as 
circumstances change over time, the following jmragraphsjou 
policy positions taken by the various groups (or their spokespersons) 
in recent months. 

B. Business Organizations 

i. NATIONAL ASSbCIAf ION OF MANUFACTURERS (nAM) 

NAM emphasizes economic growth and cohtrol of inflation as im- 
i^ortaht measures to insure" the adequacy of income in retireratnt. 
They favor rneasures to ehcburAge further development and irhprbve- . 
meiit of individual and gtoup private pension plans. 

' rnfoirmatlon was rpnii<>sto(l but not j'^t roci'tvort from the Amprienn Aiwoclatlon of Rrtircxl Poraona. tho 
NotloiHiU Cehtor-for VbluriUi^^ctloti^ The National Council of Sdhtot- Cltlxens, and The Nfttlonal Aa- 
sodatton of Uetlred Fcd«>ral Employees. 
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With respect to liocial security, NAM favors retention of the present 
fciancing methods and benefit structure but with two significant 

changes; __ _ t ^^Ir ^- 

— Elinunation: tp_ the exten^^ sex-related differences in 

Howatho system treats individuals; and 
—Extension of coverage 

NAM advocates retention of a heeds-relatecl welfare program for 
the aged administered at thi3 Sta^^ _ _ _ i_ 

In testimony on a jpending bill to amend ERISA (S. 209), NAM 
representatives argued for the following: , 

—That no major amendments shouldibemMlej to; ERISA 

pension plan changes or further restrict flexibility in plan 

development. l: : _ i_ : . . 

— That offsets of workers' compeusationi benefits against pension 

benefits should not be prphibited as S. 200 \vbuld reqm 
— That survivors' annuities should not be mandated Tor survivors 

of vested participants who ilie before retirement age. 
. — ^Thst requ)roments for full advance funding of benefits not be 

extehdecl to plan provisions riot yet in force, : _ 

— That em^ployee contributions to plans should be tax deductible, but 

ft^t under the d standards S. 209 woul4 set for 

pension plan eligibility. 



2. CHAMBER OF COMMERCE 



The Chaiiiber of Commerce advoc^s legislation to make private 
retirement sayings more attractiy^^rpm th^^ of 
compliance, plan tulministration, and tax incentives. A broadening pf 
I R A eligibility to include pension plan participants is favored ^ as is 
a!| increase in the IRA contribution ceiling and automatic future 
adjustments in the ceiling amount. ' - r 

In regard to: social security, the Chamber of Commerce, favors a 
continuatiph pf^he basic principles of ^he system and current rates 
of wage replacement. General revenue financings even if testrictiBd ;t^ 
medicare, is opposed. T\^p Chamber of Commerce regards family 
issues, the retirement age, and Ibn^^-tem firia^^ 
revenue sources as topics requiring further studies. Specific positions 
taken on social security issues include: 

— Support universal coverage. j — 

— Repeal of ad hoc increases in the wage base ceiling not yet m 
effect. _ _ . " > - 

—Retention of the retirement test in its presentufomr. 

— Retention of the present benefit formulas for early and late 
retiremeni.^ 

— Opposition to expansion of benefits, i _ _ i ^ « _ ; 

—Support for cutoacks in student benefits and the m j npi um 
benefit. : : :: 

On t\vb labor igsues regarding pensions, the Chamber of Commerce 
opposes H.R. i_i45 that woMd inelude^ the 
labor pool cov€l^ by collective bai^aining agreements, and_ pension 
plan.investmeht policies to prbrnpte union interests are opposed:^ 
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- On^S, 209; rtie<^hamber of Cdrnltiefce opposes the bill as introchiced. 
Pdsitibris oh workers' comp^njfation offsets, survivors' benefits require- 
meit-ts, unU ^leducjtibUity ^emoloyee contributidnrf are the same lis. 
putUhed ^ibpye for NAM. The CHfimbe^ of' Commerce also singlecl out 
for opposition t^^^. 209 provision for tax credits as incentives for start- 
ing pension plans by smallemplbyers.^ 

C. Labor OrOanizations 

1. AMERICAN FEDERATION OF GOVERNMENT EMPEOYEES (AFGE) 

' ^. . _ ._ ' - • . - - - - _ - - _ 

On the preeminent is^^ b^ uniyereal c^^ 
AFGE urg09 that action be deferred until the various issues raised 
have been studied thoroughly, A merger of the U.S. civil service 
retirement tern with^ the social security system Ls/ thought to be 
unwise. AFG^ would fitvor a reduction in the complexity of Federal 
emplbyee retirement thrbugh cbhsblidatibh of groupings of similar 
plans. - _ _ 

1 1 With Tespect to ^st-bf-livi htj adjustments, AFGE argues that 
social seciinty increases should be made semiannually like those for 

y_i^ ^ryiGo re t irees . If Congress were to change the ^ ci y i 1 sery i ce 
adjustments to an annual bists like social security^ then AFGE favors 
making civil sei^ic^^ benenta hbhtaxable to treat th^m the 

same as social security benefits: 

AJfGE fiivors repeal of tw^^ cutbacks in Fede^^ 

pensions— the elimination of the extra Iner cent that used to be added 
to cost-of-living adjustments, and the oflset of pensions against spouse 
social security benefits. : 

2. AMERICAN FEDERATION COUNTY AND MUNICIPAL 

EMPLOYEES (AFSCME) 

A^SCME i&uppbrts coverage of _Rbvenirhen_t: : workera by sb<jial 
security generally, but has not emiorsed any sneiiific proposal or bill. 
The othiBr isstie of i gr^ates t concerh : to AFSCME— viz , Federal 
regulation of government pension plans in a manner similar to ERISA 
for private plans — has not been aildressed in detail since the expected 
legislation has not yet been considered in Congress. AFSCME would 
likely oppose certam ERISA-type provisions if applied to State and 



Ibcal gbvei^t^^t plans, especially required funding standards 

3. AMERli!^j^ FEDERATI^^^ OF iNDUSTPIAiL 

ORGANIZATIONS (AFD-CIO) 

I The AFLr-C I^'prSTers that sbci al se cun ty be come a ha ti bnal pu bl i c 
retirement system that can provide by itself a decent income m old 
age. While recognizing that current private pension plans caphbt be 
totally replaced by social security, the AFtl-GIO feels that private 
plans shduld:1ibt be expected to play a linger role in the future. 

Financing of increased social security costs would be provided in 
two ways — by removing the ceiling on the wage base to which the 
emplbyer tax applies; and by introduction of general revenues into, 
the system^ eventually amounting to a thircl of totnl systemTevennes. 
The payrbll tax rate wbuld hbt be raised. General revenues wbul'd be 
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funndled-into all the socia^sjBicanty programs^ nqt concentrated in 

the disaMhty brbj^im or m^^ have :prbpo8ed, j : _ 

The AFL-GiO advocates improvements in social security to help 
the mde$ disjEtdvimt thc^ with the le tpverage 

rather than across-the-board benefit increases. Examples of iiuch imt 

provement^are^ ji,: : : _: : _ 

— An increiase in the apeciaL minimum benefit^tb the poverty line, 

with the amount indexed thereafter. 
—Greater wage-ftplacement rates for workers below the niedian 

wage. . . . _ 

— A closer relationship between behefite and recent earnings, per- 
J haps through increasing the number of drop-put years in benefit 
epm|)utatibh or by basing benefits on the high-5 or high-10 years. 
— Eliminatipn of remaining differences based on sex. 
— Elir^iftayoln^f Jhe recent work test in establishing eligibility for 

disability benefits: \ 
— ?f n^At ©ligibi^^^ ttt any age witTO for dis- 

. stabled widows anddisafiied surviving divorced wives. 

fpr disabled Jpou siss of bpneficiam Hi. 
— Optional computation of benefits for couples based on combined 
earftijigs not in excess b f w age base_ max im : : : 
The AFL-GID wants to retam the retirement test without undue 
libiB*alizations. Better treatment of early retirees is favored ^ through 
dealing \vi^ disability and unemployment problems. One approach 
mentioned IS to apply aii occupational, rather than solely ^a physical, 
defihitibh of disability after age 60 and jiay those who qualify an early 
retirernent benefit that is not subject to the full actuarial reduction 
usually applied. Another approach would be to start social security 
eligibility after a person over age 55 has been unemployed continu- 
ously for2years. _ - 

In the welfare area, the AFL-CIO feels that development of a 
haiibhal policy is needed for the yei^ old with respect tb incpme and 
long-term carer The AFL-CiO advocates several specific improve- 
inehts in the SSI prog^ : j:: V - - i i^- - 

t;*— Benefits should be raised to the poverty line, and eventually 
increased tp cotrespbnd to the BUS Ibwer living standard budget 
for a family of four. 
— SSI benefits shbuld Qbt be reduced bn accbuiit of residftnce with 
family , members when an elderly recipient is aJsp^disabled. 
— An extra disability allowance should be paid^uiidef^oSI, perhaps 

targeted bn^ the oldest age grbupa (e.g^^ blder). ^ 

In regard^to other benefits,. tn% AFt-CIO _ - 
— Advocates a cbraprehehsive hati<^ 
— Favors expaiision of section 2C^ housing for the elderly: 
*-T"Ai^es for placem^ of service and Ibiig-teim ea^_f_acilities iij' 
« ' neighborhoods easy to access by the low^mcome ^eriy. 
— Ui^es-traiimg of oldj^^^ job development and referral' 

services under the Older Americans Act. 
— ?|ybr9 expansibri bf title IX public service jbbs under <^e- Older 

Americans, Act. ' 
— Argues that social services programs for the elderly shbuld hire 
' riiore older workers. 
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D: Aged and RBTIRBBBVORGANIZATioNB 

Tte AMencan Association of Homes for the Aging favors aii'incresse 
in SSI l)6neftLley,el8. They have testified in favor of a Federfid payment 
levd of $3|000 annualljr^r an aged individual, and $4,500 for an aged 
couple. ... . - . '-y::. : ^ 

Bruce Miller of the National "Semor Citizens taw Center of fcos 
Angeles spoke in oppoaitioti to the social Security cost savings proposals 
.1 put forth in President Carter's 1^80 budget. He favors greater use of 
general revenues to fihaii^c^^ _: :: 

- The Pension Rights Center generally favors proposals that would 
b^adeh pension iCOTerage, ridse retirement im 

ieVeis, and offer greater legal and financial protection of benefit 
entitlements. . 'l: _ ^^^^ ^ i 

E. Pension Industry Organizations 

i. AMERICAN 80011:** OF PENSION ACTtTARlKS (ABPA) 

ASPA favoS^^centives for firms to establish new ^'defined benefit-' 
^Bsipn ^lahs.^uch incentives^ could b© provided -through tax credits, 
change^; m IRS quaJifying niles for tax exemptions, or the pension 
BeheMGuar^ structure.' . 

ASPA opposes the change in the I RS riilesj or mte^ation of :private 
pension benefit structures with social securh»y prtfposed^by President , 
Carter. The preferred apwoach to integ^ii^^^ 3^eld the same 

wage-replacement rate jfrom private pension and social security 
benefite combined across all:: wage lewis. :^Jian^^ 
to. make integration rules easier to understand and athninister and to 
facilitate updaiing for tlLanges^in sbci^^^^^ seciinty^over ume^^ 

ASPA opposes any ERI&S provision to: require automatic cpst-bf-. 
living adjustraejits in priva^^ 

In regard to S. 269 and related bills, ASPA' has taken the following 
positions: _ > ~ * _ , _ __ 1, 

— Survivors' benefits should hot be mahj^ated f or survivors of vested 

participants who die before retirement age, ^ . 
— Tax credits are favored to eneouragej small -business to start 
pension plans, but^ligibili^^^ should not be based on size of profit. 
— ^Tax deductibility for employ^ plans is 

: supported, but, ASPA would apply deductibility t/) all contri- 
• butibhs whether or hot mtmdatbiy. A. higher limit on contribu- 
• tions is suggested ($1,656 or i5. j)ercent of pay), with the limit 
i indexed for inflation. ASPA's position is taken both to increase 
pension coverage and availabihty of investment capital. 

' > - . ' . 

2l AMERICAN COUNCIL OF LIFE INSURANCE (ACLI) 

The ACLI /advocates constrainfe on social security costs and favor- 
able condiiibhs for ^bwth in: private ipens^ 

savings. Social security reforms that would result in large infusibhs of 
general revenues (e.g,,Lthe *_'double^cker'' proposal) are opposed ^ 
The ACLI prefere continued reliance on |he payroll tax but argues fbr 
a reduction in, qr eliinihatibh of, the 1981 increase in the wage base. 




OnnOther social security issueSi the ACLI pbsitioh isr ii_ i __ 

T--To keep the retirement iest in its present form, but consider 

raiang the normal retirement ^e by tne |iext cehtiii^. 

^~To extend sGcial security coverage to all workere, with protection 
for benefits emied and cont^butions made by participants in lidn- 
* covered re tiremeiit fl^^tems,! wid tnth elimmatibn of gaps in 
protection that now exist for such participants, 
: _Tbe ACLOPg^d^ for pensibn plans hot as tax 

j)references but as a way to avoid double taxation of savings. Enatt- 
P^^®w^"^^ ihcehtiv^is to ehcbur^e development of hew pension 
pTSas is favored.] 

Cto the issue^^whether pension benefits should differ by ^ex ba^ dh 
differehces in Tongevity, the AGLI favprs the ' 'either -or jule,'' ^ich 
allows an employe!* to make equal cbntHbutibns on behalf of male ahd 
female emplpyees, therel)y buying different levels of protection in 
terms of annual benefits, 

-L^^iltj'^^spect to hph retiremeht plahs^ tSe. ACLI favors a 

provision^ in ^& 557 to broaden IRA eligibility. ACLI would ex- 
t^'Rd ^liMbU^ and in- 

dexing the Umits on contributioni to IRA's and Keogh accounts is 
^Isb ^lypcate^^ liii J : _ L 

In regard to S. 269^ the AGtl opposes the provision to require sur- 
yiy brs/ jbehefi ts in casias vy here ves^d j)ar tieipah&^ die before re tire- 
ment ace. The ACLI would accept such a requireimnt if onfy applied 
on behSf of participants \vith at least 10 yeare bT.^eiV die after 

reaching age 46 or 60. The S. 2Q9 provision on^ taxu deductibility of 
emrioyee contributions is bppbsed. V „ 

: With respect ^to how private pension plans are integrated with social 
security, tne J^CLI position is that social security should constitute 
ohly a-basi_c floor of protection. The "tombined social security-private 
pension benefit-amount should be the^elev^int quantity for qualifica- 
tij^ o/ a jp]ah ft The Cfltrter admihistratiQn pro- 

posal to^change the IRS integration rules is opposed. The ACLI would 
likiB to see present ihtegratibh methods simplified ahd made more 
practical. ; 

F. Other Organizations 

S The National Governors Association (NGA) is opposed to Federal 
.regulation df State and Ibcal emplbyee Jjehsibh plans. Insfead they 
^idvocate improvements by States at their own initiative in the follow- 
ing areas— reporting and uisclbsure, regular independent audits, regu- 
lar _aetuari|d:eyal^ fiinding, ^mination of benefit 

- abuses, -guidelines for fiduciary conduct, plan consblidatibii, aiid 
portabiU^ ^f credits. 

In the wettaxe area, th^ NGA favors making benefife45i,vailable to all | 
in need, ^yith behefi,t level^^ the poverty line. They ai^ue that 

welfare reform for the aged should be pursued in the context of overall . . 
social security benefit refbrm^ _ i i_ __ ^ _ _ ^ 'sft 

r The NGA feels that iob programs for older woiiers should be better^^ 
coordinated at the State level. Such jbbs are creaj^edj under J)0th the 
GETA program and the Older Americans Act with little coordination 
for joint efforts. ^ . 
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IV SUMMARY DISCUSSION OF POfcJiDY G^ONS 

I A. CoNixiCTS Among Objectives /*• 

The propdsda.mid policy options outlined in the three preceli^ 
sections are, ni^i iurprisingly^ re^^ with conflicting objectives, 
li^e^onflicts are not solely the product of the yalied souinces of tMs^^ 
ideas for change^ however. Even & single, carefuUy^designed reform 
proposal may well embody unresolved roadblpcks thMTstand in the 
w^Hof: achieving all the reformer's goals, since cost constrajnts^ 
benefit adequacy, equity in treatrhentiof^sup^bupfi^^ 
savings incentives, and ^ystern^ cobrdination cajmbt be achieyed^^ 
simultaneously to anyone's fiilLsatMacti^^^ Described bdow are 
principal dilemmtis with which policyinokfers must contencl in fashion- 
ing legislative proposals to resolve the major issues of income tod 
employment of the aged. 

1. PROQRKM COSTS VERSUS FUNDING LIMITS 

Unless oigetNvith unpopular benefit reductions, most of the major 
policy options mean greater costs for public. prpgriuns andj^dr private 
plans, or less tax revenues collected by governments: Increased SSI 
benefits, elimination t)f • the aociaV :secunt^ jetiremeht t^t,, high 
sociali seeurit^^ benefits for two-earner couples, more portability of 
pension plan credite, tax incentives, for private savi^^ options 
would generate substantial costs at a time when the costs of cuirent 
benefits are rising and ^eater funding for retirement income and ^ed 
benefits is difficult to obtain. ^ :: si.z. 

A number of p^roposalsiiare directed toward reductions- m payroll 
taxes, with^rester use of general goveminent r6veniies to fiind retir^^ 
ment benefits. However^ existing claims on general revenues are re- 
garded m excessive by. a good many poUtical leadereiand eephpmistSj 
and Congressjwill be faced with mounting- pressures fox tax cuts to 
mitigate the boostmg^of taxpayers into higher tax 'brackets b^^ 
tion. Alsoi increased JFed^al spending for new investments m energy 
production and defense capability seeins likely the next few 

years. Enactment of a new tax, such as a value-^ded tax, will^eet 
with great resistance, especially during an^i^iltionary pen^^ 
a tax shift rnay only lead to even tighter pressure on the^cost3 of 
social security and result ultimate^ in applymg nle^s tests for what- 
ever portion of benefits is supported by general reveSues.^ i: : _ _i 

In the private sector, some fii^s have already been hard-pressed to 
meet the ERISA standards for advance funding of :fen^fits> and 
ERISA has been blamed^as a^ factor iii some plan terminations: rhe 
numerous proposrfa-fcorsereven stronger F^ideral staiidardsftr private 
plan coverage andi benefit niles ^vDlildTedd to the .cost squeeze on 
fims at a time when the outlook lor -real ecbnmnic: growth i^^^ 
optimistic. The net result of cbst pressures on firms couM: well be a 
smaller role for private plans, or a Federa mbsidy of these plans, 
with increased public in tere^ expanding sociai security mtp a full- 
blown retirement income system. 
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2. ^BNBlft ABiQU^^ VERSUS FAIRNESS AMONO OBOX7P8 

^ improvu^^e adeqwcy of ntirementm^ joid benefits of fen 
i^prka ^uity^ A ptime jexampLe is offered by 

proTOsals to raise SSI benefit levels without cfaiEtnginc^ the relationship 
of ^ ^ciiQ security. Sinbe^^lci^ are^deducted 
dollfiur-for-dollar from oSI benefits after i the fbst $20 a month, an 
increa^ in SSI will increase the nu^^ Pl PPplai liGuri^ty b^ 
for whom the net addition to total mopthly incomejderived from the 
w^e-related socid seem 

the wage-related benefit differential among socifd security beneficiaries 
and reauce the system's rewards for a lifetime of work. 
: To cite a_ contrasting example, efforts to improve the fairness of 
treatment of a certain group may result in less ^equate benefits tot 
thcKse mostin heed.^The best case in point is the issue of how lb make 
social security a more rewarding system for women who work but who 
pf Jifette ornbthing r^laMve to t-heir en^^ as spouses bf 

retireS workers. Some j)roposaJs to revise the treatment of two-earner 
Gouglea would result^ in lower futur^: JntjUe^ for one-earn^ 
couples, some of whom would have inadequate incomes for retirements 
Qiyen the financial pressu^ the 
identified policy options that result in benefit increases are aimed at 
helping^ those who are worst off or reduc^^^ 

inequities. There is ib interest in using scarce resburces for across-the- 
board increases to aU^beneficiaries. The same is generally, tnie for other 
brb^ams: as well^ T3ius, the examples cited above of the tradeoff 
between benefit adequacy and fairness are^ quite typical of the con- 
siderations pbUc^Tnakers will cbhtihually be asked to cbhfrbht fbr 
some time to come; 

8. retirement: INCENTIVES VERSUS WORK INCENTIVES 

:: .Retirement in^ ineentivp^ for older wprkeif are ' 

mirror images, an inctiaase in oxte amounting to a decrease.in the 
other. Thus, the goals held by; diff 

i4re in direct confiig^ here. Increases in coverage or benefits or redticed: 
service or 'age ^jPgibillty requirements wdlT encbUrl^e retirement^ 
liberalized mcmdatoiy re^^ and retirement tests and in- 

creased credits for d^erred retirement will encourage w^k, ^ 
::FiJtrtheTObMi_ ^ are three separate issues involved to which 
conflicting solutions may be proposed. The issues concern early retire- 
ment -rides>bgttMt^rM income eai^ied pension ac- 
ceptance (the retiren;ient test)^ and late Retirement rules, xtaising the 
m^datol^ retiremeiil age while cbntinuii^ to encourage early retire- 
ment and discourage late retireDffi»nt is one such example. Another 
is provided by^^^ t^ bUlsHfecribedMn^ 

lower the retirement age for some beneficiaries, wfich would en- ' 
coUTf^ earUer retirement, but, on the other hand, the retirement test 
would be eliminated, which wpxild ehcburage postretirement work. 

Provisions of w<)rk incentives for older workera also conflicts with 
thecal of benefit adequacy. Initiatives to Kncrease retirement or 
welfare benefits make it possible for many people to live comfortably 
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while working less. On the other handj lowering welfare benefit^ or 
social security wage replacement rates would constitute an approach, 
albeit an unpopular one, to strengthen Work incentives by making 
retirement less feasible. ^ ' 

4. PRIVATE SAVING VERSUS FEDERAL REGULATION 

The policy options presented in this paper reflect two often contrary 
notions about the role of the private sectorjn the provision of re tirej 
ment income. One is that private saving should be encouraged, and 
proposals abound for ta^ breaks ior-cohtnbutidn^ to pnvate annuities 
for income received froiil investments ; there are even proposals that 
individuals be permitted to contribute to annuit* plans in "eu^of. 
social seeurity tax payments with contributions excSudetl from_taxable 
income. However, there is also aj:reat de^l of mterest m measures^ to^go 
further than the present ERISA m seltin^ national standards; for 
priv.ate plans with respect t^^ inflation protection, 
survivors' Hghts, ancL^enefit forniuTas. t i 

While both sets ofipptions ostensibly would mcrease rehance on 
private income source§, they represent cgnflicimg demands on the 
funds available for private investment, and each approach woiUd 
tend to undermine the present employer-based pension system. Ihe 
first approach would les3en the importance of employer plans^^to em- 
ployees by increasing individuals' options for acquirmg retirement 
assets The::second approach would probably either lessen.ypLuntaiy 
pension plan offering (if firms ha_d to bear the increased costs involved) 
or convert pehsion pluns into appendages to social secunty^(if govern- 
ment helped bear addecl^eosts, since subsidies would likely be ac- 
cbriipanied by public control). 



5. EFFICIENCY VERSUS UNlVERSAtlTY 

' This issue is'a^bneern of all government benefit programs/ That is' 
should all individuals (or all within some broad ca^ 
aeed) receive: the same benefits, or should benefits be targeted „on 
mdividuals b need?' The former -:approach m larger public 

transfer payments and the'requistte taxes, but is often accompanied 
bv greater public acceptability.^ The latter approach inquires less 
DubUc funding to achieve a^^ven aeduction in mdiyidual needs, ^ 
means^tested programs are of m Held in 1^^^^ 

fi^d-recipients, and incentives are created which may retard self-help 

efforts in the Ibhgjnin. - ^ - j ^ ^ 

> Social security represents the univeraal jBpjjroach^m 

come to the aged, and SSI is the cornerstone of means-tested: aid to 

the aeed. The policy options identified reflect diffeM 

these two approaches for pubUc income transfers to the j^ed. -In f act, 

the two most far-reaching ideas Jor restruc^^^ 

represehtjpure applications of the two different notipns,_The _ double- 

deoker" proposal would elirimia^ me£ms-.testmg for the afed, giy^ 

ov^rv aged person a flat amount per capita, and convert social secun^ 

into a l^tirement annuity^ The Ispntrasting-approach would exp^^ 

SSI benefits, strip away^* welf are aspects" of^ social secunty (e.g tn^ 

BQinimum floor under benefit amounts), and^ liewise conyert. the 

residual social security system into an annuity-like retirement benem 
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^ 6, SYSTEM REFORMS VERSUS KETIKEHENT PMNNINO 

Individuals' finnhcin^^ Rlans for retiremeiit^^^^ long- 
time periods^ since career decisions and savings behavior are lifelong 
processesv The rul^ and pension plans 

plirjr a major role in that individual planning in terms of oxpected_ 
r^tiremj^t aj^e 

in retirement systems have to be phasedin over fairly long time porigds 
to avoid undue disniptibris iii the fiiiaricial circumstances ofpeople too 
near retirement a^e to adjusUtheir beiiavior to a ne\y situation. 

Funding of retirement systems must also -be planned over a iongr 
time horizon, hot only for advance-funded private pfty* 
i4s-you-gx) system like social security as well. A lonp-term financial plan 
for social security is needed to assure the nvailabili of f u tu^^ bbhefits 
for-today's workers without frequent major adjustments in tax rates. 

Unf brtuhMelyi Such 1^^ no t A strong poin t of bur 

budgetary system. The President's budget request and associated 
legislative proposals Me submitted only 8 full mbnths before the fiscal 
year begins, and the congressional budgeting timetable is even shorter. 
This prbc^Bd Ural schedulcj, coupled witH^ the natural tendency of law^ 
makers to focus on issues with immediate impact, makes sustained 
aotibh tbward hiajbr refbrmg^als difficult, to achievergiv^jn the lengthy 
time frames desirable for such reforms. The net result of tenuis ihatm 
cremerital changes take ^ precedent over_ major reforms; single-issue 
proposals , su ch as 1 i ber ali za tib h b f the re ti reme n t test ^ ar^ e asi er ^tb ac t 
an than iis a ffiore cofflplex restructuring of retirement ages and incen- 
tives to retiie. Divided cbmmittee jurisdjctibh^ wjth ERISA and Fed- 
eral employee pensions handled by different committees with still 
others having Jiunsdictibh oyer taxes a^^ secUrjtyj also biases 

legislative action in favor of incremental change, inaction throughout 
the 1970*s_bh major welfa^^^^ ami healthy legislatibri 
horizons and issues involved were more immediate, serves to uhder- 
scbre this pbint. 

B. Major Gaps tN Identified Policy Options 

The wide variety o£b_ptibhs identffiectinj^the preceding sections cb vbr 
a; tremendous rang^of^ppssible new public policy initiatives. Still, 
there are are^ of potential policy change that liave riot been explbrea 
in the sources available to the aut&or. Farther, some major policy 
options ihjat have been pirt^^ never been crafted in the 

formx)f detailed proposals that can be considered seriously by Congress. 
The four most si^ificarit areas where pblicy initiatives seem to be the 
least developed, are discussed below. 

1. BENEFIT REDUCTIONS 

The identified policy options indicate great interest in resolving th^ 
projected Tmancing problems of $pcial security. B^ut one^eMral ap-- 
prbact — viz, long-run reductions in benefits — has not been given the 
same degree of attention ai: tax proposals^ presumably bwirig tb the 
lack of popular support for such options. 
I fteJidetLt Carte^^ budget put fbrtb a 

but they were limited to thbse \vhich would haVe immediate effects; 
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* these :prqposttls:^did not^appeor in the lOSl- budget; Testimony by 
Gangre^Gh_al_^Budget J D Alice _ Rivlin also suggested a iew 

short-^term savings methods as alteraatives to tax proposals* During 
|he:J977 debate over ihde^^^^ social security wage creclitSj a pri^^ 
to index by .price rather than wage changes, which would result in 
a smaller- social sec^^ Krogrtinii was considered by Congress and 
rejected. Finally, several policy ideas which call for reducing the 
^Svelf are aspects" of social security in favor ^£ greater reliance on 
SSI could result in savings, but' a lack of specificity precludes quanti- 
tative assessinent of their potential as solutions to the financing 
problem. : : ' j 

Given the variety of approaches to sociai security reforms that 
CO uld achieve su^bstantiiil long-run egst r^uctions^ these ne^ be 
developed as a concerted strategy that could forestall new taxes or 
permi^tax reduction 

— G«^ter use of means-testing for selected benefits. 

— -ReylSi^d incentives to ^isjS^uroge ^^^^^ retirement. ' 

— Gradual reductions in wage-fepiitcement xates, perhaps linked 
to policies -td encourage private sfeyiiigs arid improve pension 
plans: g^/^ . ' 

— -Ijimitations on-the size of inflationriitiked benefit adjustments. 



— -Ihtegratioh of social security with public employee pension 
benefits to prevent oveipensioning anid ''windfall** ^benefits, 
: No existing proposal has been designed: tha€ \vpu^^^ package several 
of these policy changes as a conscious approach to tax limitation. 
Specification L0f:such:aiv approach^wpuy^ be lUseful ^_r_ those in-^ 
terested in policies to encourage greater reliance on the private sector 
in provision of income for retirement.^ J 

2. IMPROVED CdVERAOE AND INFLATION PROtECtlbN IN EMPLOYEE PLANS 

As Jhay be seen from the options listed in section II, there is a great 
deal of concern about the l^ick of protection against inflation afforded 
under employer uehsioh plans, AJsb of cohcerh* is j-he fact that i.he 
design of pension benefit formulas and the lack of portability of credits 
among pl ans ires lil ts in tbp_gre at-a VHari ation^in the deCTee^of wage 
replacement between a firm's long-term employ^ees and those who 
work for several firms bef pre re tireme^ WhUer: imprbv^^^ 
been aflvocated, detailed ideas on ways to achieve ihe desired results 
fire lacking^ „ : : : " v 

An approach that relies on exhortations of ^mployer^eSMiot be 
expected^ td bring ,abbut change; even stren^hening Enl^i rules 
would be of limited utility, since the increased cost to fiiros jmight 
result in cutbacks of other pension benefits. Options that ^I for 
s trohge r pension s t ai^d ards wil I n e ed to be d e^i^aed ^ 5^ th_ il^der^l 
participation built in, in the form of subsidized inflation protection 
and/or ah administrative role in the transfer of credit^ atpbng plt^is. 

3. REVISED RETIREMENT INCENTIVES IN PRIVATE i^ENSIX^N PLANS V.^ 



Many options have been offered to reduce incentives for es _ 
retirerrieht or increase delayed retitemehts tinder social security;* 
Likewise, a number of such proposals were identified with respect^ td 
public employee retirements, systems. However, private plans have^ 
been mostly ignored in this regard. , " , _ 
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While social security is tlie (lominant source of retirement ihoorne, 
clearly t ho rules goyernmiL Urivat^ jjehsio^^^ beiiefit eligibility hel^) 
(i|t^niuiu; in(livi(liud retirement (tecisions. Most private plans permit 
eSlly retiromehtL Hritl_ the niajbritt offer early retirement benefits dc- 
si^r^e(l to induce early retirement. On the other hand, fe_w_j>lans 
encb«ia<!:o delayed retifements beyond age 69. Even with the raising 
of-the allowable mandatory retirement age from BS tp 70, :firms may 
refuse to jgraht ponsidii credits for yeai^ workeil past age 65. 

Tlio interest m reshaping^ private pensions has run liiainly 
ways to iticrease covernge. Puture proposal (levelopmeint should come 
up with options to revise private retirement incentives through public 
regulation. S 



4: SPECIFIC PROPOHAtS FOR REVISION OF SSI-SQCIAL SECURIT 
RELAtldNSHIP 

> . _. . _ , , 1 ' _ •■ _ . _ 

It has been proposed by several experts that social secUrit^^ 
reformed iiitb, a benefit structure resemoling ji private annuity with 
benefits closely relat^dto mdividual earnings. The welfare pole^^^^ 
security wbUld be borne, at least m part, by a flat grant for each aged 
person or by an expanded iSSI prbj^ram. One the 
fbriiier type as been designed as the '^doublerdecker" option of the 
HEW Task Force on Social Security and^^t^^^ 

However, no proposal of comparable specificity has been developed 
for a Restructured: _^IrspciaV^s^^^ Since such a^ystem 

wouUrno cloubt leave some current beneficiaries woree off , methodsbf 
traD&itibnihg ihtb such a system need to be desigiied. Also, the inte^ 
grjpAion of SSi and social security benefit levels, how SSI :W0id^ 
siipplemeht sbcial sigcunty, how each program would treat earnings by 
beneficiaries, and how retirement ihcehtiyes wbu^ld be designed fb^^ 
prbgram^ iii combination are all important issues to be addres^d, 

C. Relationbhip of Policy Options to Economic Trends 



The body of policy bptipris of interest at any point in, timenten 
change quickly as the fdrces which precipitated that interest int(^|i_sify 
or moderate over time. Policy bptlbris of interest related to income 
andierMployinent ari^ particularly shaped by the future eecmomie^but- 
Ibbkritnd the bptiojis described earlier often reflect the responds , to 
economic cbange that the authors of those options iinUcipa^^ 
heeded. Of cburse, the economic outlook, even far the short run, some- 
times changes rapidly, and the efllicacy pi parucular^p^^ - 
to ecbiibmic change will be evaluated differently over time. The fol- 
lowing discussion identifies issue areas wh^^ wbCild 
be most crucial in the event of altered economic developments. 

1, FISCAL LIMITS ON SOCIAL SECURITY 

L 1 _ #r _ _ . _ _ . ^ • . •■ - ' 

Optfohs f<)r ichaiiffef iii'the s^ security system are donynated ^by 
the projected shortfaH in trust fund revenues. The tig^i funding situ- 
"atibn largely depehds\bh future growth in real wages jjid. whether ot 
not a period of mgh fertility rates materializes.; A relaxtitibh pf fisciflp 
pressure" might meaft/a decline of interest m revisii^ppciat gecu nfc^ 
financing and a resurgence of proposals to raise' beiieflte.J^h the ojjM^ 

.. .. -^^-^ ' '4 
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famid, s major ^economic depression could ihtonsifv int«rn«it in iRT,^;,^ 

2. COST SQUEBZB ON PRIVATE PLANS 

_ athoujgh private plans are a(lvinco^ and thus riot as suhieftt 

to financing crises as social security, they are limitocl in thefr 3ff^ 
to accommodate to chanping needs oi their participante since fumS 
H^h«Tfi^«'^-'^ ^^'^^^ are imposed by the perfonhance & th™nS 
f;,„¥t*«r^«conomic performance enhanced the earnings of Son 

p^ension liberalizations, ttiUcfi of the interest in policy optldiS to ex 
tend public regulation of private plans might diSf. ^ 

8. AQINQ OF THE WORK FORCE 

: A:gppd.deal of current interest in changing poHcv is dictHteH hv fv,s 
, ant,c,pHted agmg o:f the, work force. MSa^tlSion tSc L^^^ 
fP™ 7'f."'^r*°.^''**"'? lives through revised finaSfiS" 

^^Sr tSl of-^f retirement rulef, and subsidSr eS- 
career trajping or educAtion. However, at least two factors now rtiffi 
cult to anticipate c^uld te^ these concerns. FhJt th^ ixtlnt bf 
megal imim^ation is unknawn, and whether youSimmyantsVri 
become, af ermanent part of the work force is purSy^SSivS A 
co«tmuM pre,^nce couhl enlarge the pool of yduS wolere suSan 
tiallv beyond that which is- how' proiected. Secondr&t^^'oTkS mT^ 
toS' r 'J'?^^*^"" independent of any policy ch^gjsin^^^^ s 
^^'^!!fl'''^^^^^m^^ o{m^ better heaith,lis3{?3S v 
the need to entice or coerceielder workere to stay in 4he labor f^e! " 

— ■ 

4. NEED FOR PllIVATE INVESTMENT FtJNbl 

n^lvrv??''*' interest in encdurngihg increased saving (e.e bv 

i^^^^'^^^^^'^^- °' through tax incentWlsSfof corN 
tributions to annuities) gr^s out of it concern that societv as n 
{ lit%.mUie result ^fiat inveSent" r|^ta it 

I insufficient to meet national ngteds. But a%i4aKlity of investSent 
Sis ^^.'^"^ ,^^-tJve t%reig^ inls4n£, AoTfi S 
penormance, OT; nflationary e^ than % • ehanees i in tax 

kws, .flnd tntical yive%ent nj|ds (e.g., in energy prt^u^tidhl 

Solly's, '?r'"^?^V^p*^^^ • 

siStfn;, Thus, the national savihg: rate could fade away as a Cdri° 
P^m^te^^^^ "^ «f capital^supporting 

^. FEMALE ESBOR FORCE PARTICIPATION • 

of 2dffle!i^feSf.fnf -^^^ ■^■^''^-5^ concerns the treatment 

01 women by«ocial security and employer pension plans In nart thi'3t 

^ t^e fenl^fSi^'l^r "f^^'^'^ jn Nvomeh's f tirenirS^^^ ^ 
CTeater <,t^liFiJ ™ - ^^''"'^^^^^^^^^ Participation rate and women's 
^f^ f^^n^^ f"^=r"^--- <=°^erage. f he social securit^r issues largely 
arise from the family onented benefit structure and the factfhat moS 
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miirried womon jtaving lowep lifetime ournings tlum thoir husbflnds,^ 
receiyej rtt best, only rriargihal returns froih social security for working. 
Employer pension issues for women stem mainly from their occupu- 
tiohftl crowding iii-j^ whic^ are less likely pdnsion coverage 

ami froin women being more likely than men.tb oxperionco breaks in 
service^ have shorter careo^^^ 

Over time, the nature of women's labor force experience relative to 
"V^P'^.^oiild change in way hiitigate these issues> 
* That is, the carc^er commitment of women could become more similar 
that of men, wages difFereiitials li^^ sex iniiy lend Ip diminishj and 
women may succeed in entering male-dominated occupations to an 
extent that occupational crowding is reduced. 

6. IMPACT OF INFLATION ON INCOME ^ 

— __ _: ___ : __ ;_ _ .Jr. ; 

: , The effect of high in flat^^ oh interest in policy change is con- 

siderable:- Concern about mlhit ion is reflected in options to limit iiuto- 
Ojaiic iidjiistmeii^^^^ cost savings, to iiberalize such adjust- 

ments to oifer beneficiaries better protection, to improve inflation 
protectioh for i>riyato i>ension beheficiarie^ and to extend wbrkihf^ 
lives and shorten periods snent in retirement. Wliethcr inflation will 
r'Ph l^i |i ^* " t h igh ra te s , and f b r ho w Ibri g, cahnb t he p re di e ted , bei ng 
subject to change due to governmental policies, intematiouHl ovcuts, 
and e co hom ic bis ha v ib i* of i he 1 i v i d u a 1 s liri d f i rrii s . A chahge Jn the pres- 
ent outlook and a return to levels of inflation experienced in the 
1950'5j and isarly 1960's wbidd ceftaiidy serve tb deeihphasize the 
above-mentioned policy concerns. 
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Robertson, A. Haeworth, ''The Outlook for Social Security, 1977- 

- 2051." t - ^ - ^ - - - 

Ross, Nancy LfJ? ''Retirement: Battling with Inflation,*' Washington 

- Post, November 11, 1979, p. F-1. - 's.- _ 
S^roeder, RCTresehtative Patricia, "Benefits? Fbr Women Spell 

S^t P-e^n-a4ftAy,/' Parade, A 

JShipp^ i Rbyal^^eclitbr), "Wbmeh and R^Ureriier^^ Prbgrarils: 
Current Is&uej4 of Equity and Adequacy;" Gxdgressional Rresearch 
Service report No. ;79-2p2 EPW, Sept^mbe^^ 27, 1979. 

U.S. Gongresa, House Pension Task Force, "Pension Task Force 
Riepbrt bri Public Erilplbyee Retireriierit Systerris," House Com- 
mittee on Education and Labor Print, Washington, March 16, 
1978 (pp. 1-5). ; . - - - 

U.S. Department of Health, EH^i^tion, and Welfare, "Social Security 
arid-tfte Changing Roles .pir'Men arid Women^'' February 1979: 

U.S. Department of Healtjii ■.Education , and Welfarcj,, Univeraal 
Social Security Study Groi^," :"tJniversal Social Security Coverage 

V. Ojp tib ns : Ajp pro aches for ^^i vbrsal Coverage arid Al tern a t i ves tb 
- tlniversal Coverage— AnrQpt ions Paper," HE Universal Social 
SewritvCpy^ra^ 

Wertheinier, Richard itmL ^0^ewski, Sheila, "The Aging of Arflerica: 
A Pbrtrait bf the ElcleH^J^1990/' Ufbari Iristitute wofkirig piEiper 
1224-01, December 29, iW^T. i.:'"^ 



CURRENT ANDREclNfLlr COMPLETED 
RESEARCH 

The research projects in this appendix were identified by staff of 
The Urban Institute in the summer of 1979 as the current and toost 
iwent studies r^ated-te major policy -issues of income and employ- 
ment or older Americans. s^^" 

The projects chosen for thLs coifipUation^ha^ 
cording to the issue structure used in section I of this report. The 
main emphases on the sdectibii of p^iect^ wer^ on their currency and 
their •relatedness to policy issues/ The specific criteria used iii the 
selection ai^ as follows: ' * 

(1) Projects selected are either biigbing or have been completed 
since December 31, 1977. - _ _ _ ; . - 

(2) Projects ch(»en involve bot h an alysis Jind either collection of 
new data or generation ot new information from existing data (thus, 
Jiteratjir^'reviewSi policy:: option {mj^e and the Hke were excluded). 
> (S) Selected projects involve research concerning issues of income 
ahdipr emplpym and 

(4) The research relates to furthering knowledge about major policy 
issues: ra ther J>hah issues of b^enefi t administration, _ ; 

in compHing information on the selected projects^ Urbah lnstitute 
staff foundi several previous research summaries extremely helpful. 
These summaries were prepared by : Thomas Gustafsbh of the Office M 
the Assistant Secretary for Planning and Evaluation, Denartment of 
Health, Education, and Welfare^staff _<>f the ^Mtio^^^^ 
on Social Security; and staff x)f the National Planning Association. 
Another valuable source for this material ^vas a draft report of the 
EimployQ^eneflt Research Institute C'An Annotated Biblidgraphy 
of Selected Recent Res^ ba Betifemeiit Income Programs, 
revijBw dr^ft, June 1979). ^ _ :_i 

i: Ih^ah effort _tb bbtaih:as cbmj)tete a listing of currOTt research as 
possible^ Urban institqte^taff <5biJsulted 10 experts inj-fe research 
areas of interest. Their cbbperatibii and advice are gratefulljr ac- 
Jkno-wledged. The 10 experts who lent their assistance in reviewing a 
draft bf this tepbft are: _ - 

John Brittain, Brookings Institutibh,__ : 

Richard Burkhauser,-Vanderbilt University, 

.John Carroll, Sdcial Security Administratibh, 

Robert Clark,- North Caroiina State University. 

Da.n McGilU University bf Pennsylvania. _ ' 

Marilyn Moon, University of Wisconsin (Milwaukee). 

Alicia MunhSl I F^^ Bank of Boston. 

Jim Schulz, Brandeis University . - • 

WiUiarri Serbw, University df Virginia. > - 

Tom Woodruff, President's Co^nmission on Pension Policy. 



EXPfcANATieN eF ENTRIES 

» ... . . , . . . . . . : : :. 

- Each reseiu*h-^p^ major policy 
issue to which it isonost relevant, although some projeets address more 
than one issue area.^The issue category titles are identiged by Roman 
nume^^Js and capital lettere, with the project suromanes listed 
numerically, e^ph^l^ by the institution where the research is 
being (or Jias ®_eh) 

: The summaries presented are displayed in ^he folldwiiig format: 

K'cyect ti£le.^_^_ _^ : __ : : : : : 

.institution; principal investigator: _ - 

Spoiifpring brganizatibh; starting date-completion date (if known). 

Abstract. - _ 

Frequently cited abbreviatibhil are as fblloAi^s: ' ^ ' 

ADEA: Age Discriminatiba iaEmpIoymenf Act. 

CBO : Congressibhal Budget OflBce. i ^ 1 i * 

OPS: Current popujlatibn survey (periodic censua surveys). 

DOL/BLS: Bepartinent of Labpr; Bureau bf Labbr^ Statistics. 

DOt/ESA: Department jDf Labor; Employment Standards Adminis- 
tration. - _ L ^ J^Jy 

DOL/ETA: Depaj^ of Labor; Emiiloynient anfl Trliming 

— Administration.: _ _ , ^ V. / 

DOLiPWBP:: Department of Labor; Office of Pension |n'3 Welfare 

- Benefit Programs^> . ' , 

DYNASIM^ Dyiaamie s^ ■ 
EBlS5fc: Employee Retirement Income Security Act (1974)^ ' 
GAO General Aecbymin:g Office. I^"* * 

HEW/^AoA: Department of Health, Education, and t^fare^j Ading 

tratibri on Aging. ^ :f. " ' " 

HEW/ASPE: Department of Stealth, Education, aB 
-^t^tbe Assistant Secretary fbr Planning arid Evdlilatii 
HBW/NIA : Department of Health, Education, and Wei 
institute q» Aging. i_ 
^ *HEW/SSA/mlS: Department of Health, Education, ^ 
* : SociaLSecutity Administration; Office of— Research ant 
HUD : LDejmrtme^^ and Urban Develppii^init. 

iRS: Internal Revenue Service: ^; X 

. NLS : N atibn Ibngi tudi n al su ry e _ i ' ' ^ 

OASDl: Old age, survivors and disability insurance (the cash ben^ts 

jrogram of sbcj al^secii ri ty) . i l i _ , 
Ol*M: Office of Personnel Management: 
MPSID : Michigan Pari Iricbriie Dyriariiics. ' 

RHS: Retirement history, survey. 
jSIE: Su*rv45y of income and educatidn. • ■ . v ^ / 

SSI: Suppleniehtal security income ;(.welfate programj: for the aged, 
blind, and^disabled). ^ " . 

• V RESEABCH PROJECT SU^ 

L Issues of BENEfe Adequacy and Fairness 

A. ADEQUACY OF RETXgEMENO; INCOME AND BENEFITS FOR THE AQED 

41) Levfils of Private Pferisibri Benefits. Arthur Yburig arid Cb. 
(Washington^ D.1C.); Mike Hooban; DGL/PWBP and HEW/SSA; 
September 1978~^e^fetnt)er 1979. 
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:: :_ . _ _v _ ^ ._ : 

z Pa^ta will obtained from a Mm pie of J>ensipn plans and cross- 
checked against social security records to create a multipurpose com- 
puter file able to suppbrt a wide range of retiremen^^ 
Major areas analyzed will include plan benefit formulas (including 
integration provisions), total teplacement rates, and changes in retire- 
ment income over time. A sample size of i,500 plans (with an expected 
response rate o^f 80 percent) will bd surveyed to collect benefit amounts 
paid to beheTiciaries. * 9^ 

—(2) Economic Impact of Private Pensions. Brandeis •University 
(Waltham, Massjj James Schulz; National Science Foundation ;»May 
1976- January 1979: - ^ ^ 

:^ Bftsicranaly ticalii^rk was : undertaken to investigate the major 
characteristics of poyate pension plans: Coverage and benefit formulas 
t^r^ inclytded. In ndilitiorii work was carriecl o^ut to ii^^^ tlie dis- 

tribution of teimre in the United States and the incidence of 
job change , bb t h lairing m ul t i^ le regression t^chniqu es . B ase d oh this 
initial work, a- preliminary pr5b'ttte_p'ensioii niodel was constructed to 
bo added t<5 The Urban Ihstitqt^'S D YN ASI M model . 

(3) Private Pensions Fall Fir Shpri_fli| Preretirement Income Levels. 
Brandeis^ University— (Walthamj,^M^ass.)^; James Schulz, Thomas 
Leavitt, Leslie Kelly; February 1979\ _ « 

The authors base their findings on a 1974 BLS study of 989 retire- 
ment plans, cbyering 100 workers of ; more, which had sufficiently 
- definabie contributions and benefits. Benefits were simulated for a 
median income rh ale and' female earner at 20 and 30 years of service, 
and the replacement rates of post- to:preretirement income were caicu- 
' *^*t«d. Xieplaeemen^^ widely^ tended; not to exceed -2;^ per- 

cent on average, ware higher for women (although their earnings and 
^l^^^^^t jeyeils^^ yttried i>y industry , and av ere lower in_m ill ti- 

einployer plans. Replacement rates for single and married workers were 
^M?'^ 1 a ted w i t h soci al se c liri ty ad d ed i ri , ahd-^ very f e w hbhm arri ed 
workers achieved the 76-percent standard, » 

(4) Private Pension Policy Simulation. Brandeis University 
(Waltham, Mass) ; James Schulz; DOL/PWBP; June l977-Septomber 
1979.- ------ — - - - 

_vThis project is adding a private pension mpdiile t^ The Urban In- 
stitute's DYNASIM model: The: module is fuliy specified and is now 
int-he valid at ion stages. It will be used to iny^tigato the folio wing 
issues: (i) Economic status of the social security-only population; 
(2} e ^ A^d d is tri bu t ion of priy a te jiensibn biB^ ; (3 ) acl eq^ii acy of 
pension benefits; (4) specitiproblems of women; (5) impact of after*- 
natiyo yestirig prbvisibhs^ »^ t^J^Mowup fbr ^^Ecbhbmic Impact bf 
... Priy ate Pensions" by the same investigator. 

(5) Priyate Pensions and the Ecbnbmic Status bf the Aged. Brook- 
ings Institution (Washington, D.C.); eJohn A. Brittain; DOL; com- 
pleted)l979. - 

Th^ objective of this study was to evaluate empirically the im- 
portance of privH^ yensicm benefits as a source of the income of aged 
cdu])les^an(l individuals. The role bf_pnvat<) j>eri3fpn^^^ i^bmpaRHl to 
that of Kocial security benefits and other income sources in generating 
lli^ ihcojjiiies bf^^(^^ The (legree bf dopenclerice bf tile el(l^^^^^^ 

on^oth lty|)es of pensions is also assessed in terms of the contribution 
of these pensi()iis to their iibsbliitc arid relative ecbribiiiic ^stiitU^. 
Variations by ago, and the effects of taxes and income in kind arc 
considered as qualificatibris bf the iricbrrie analysis. Finally, the role 



qfjpensicii^n fittancing consumptwn and maintaining preretirement 
living SttfcllCSrdf is^yaluate^^ i __z iz __j _ iz : :^ i^: 

(6) The Economics of Private Pension Programs: Brookings in- 
stitution (Washington, D.CJ i^ J^^^ A. Bnttain> Hv^ Mynn^L 
I^ues covered in this mono^aph include funding^ of pensions and 
investment policy ; financial ieffBCts on cdmpaiiies; demand for pen- 
sions and the incidence of pension costs; income maintenance and the 
effects on pereonal income and wealth distriby4iion; tatx^ treatment of 
per^ibh prbi;rams; the effects of inflation and indexing; effects on 
saving- and mv_estment; relationiship with other retirement prdgratis 
iespepially social security); and the increasing tendency lor social 

security to substitute for private pensions. _ _ ^ 

y ©v^lopment ipf ^ jPension Plan^/^Spcial Security Model. CRS 
(inrhouse); Ray Schmitt; completion spring 1980. 

3^his__P^«ct jnvbV^s the deyelbi>^^^ and social 

security model tp examine income replacement rates, pre- and post- 
taxes. The model has been designed -to calculate social security benefits 
according to old; new; and transitionary formulas; and pension benefits 
und er any type of benefit or cdn&i pu tidn f orm ula . Similariy> "re- 
placement rates" may be defined in numerous ways so 'that replace- 
m^int can be based on final year's earnings, or some other definition. 
The model will accept_*Sif or synthetic wa^e data. 



-(S) tension Plan 
PWBP (in^house^^- 

A special sup^ " 
data on privat^^ 
IRA and Keo" 
estiniates of t 




j)lanajtvill he examined to 
^ ''*^4n the relationship 

,\ 

Kasflly Budgets. 
5,; Ha:K)ld Watts; 



Stibri Suivey. HEW/SSA/ORS and DOL/ 
Bgress. 

P the CPS (May 1979) _will be i^ed to gather 
3lah coverage and vesting, and oh the use jpf 
Slbns. These data will prov|d^-new benchmark 

of recrement incom 

private plans, as.. wdll tte information orusuch changes since ERISA: 
vThe data can bejised tb explore eovera^^gaps^^^ oyeriaps. 
^ (9) Private Pension Benefit Trends. JffiW/SSA/(5RS (in-house) ; in 
progress. _ , 

A number of illustrative private 
dieteiminff the improvement 'betwee 
of benme to prereti^eIne^t wages. 
- ( 10) llS-epai^tory Studies fbr^ Re 
Institute for Researqh on' Poverty ( 
i)dL^LfS; corapli5tidn January 1980 
1 -This study provides a methodology: necessaiy for drawing up n^^ 
budgets. Present budgets are based on ihe 1960-61 survey of consumer 
expenditures^ an^ np biHy for ah urban family bf fbur and 

for & retired coupie jover^a<95.' 

(11) American 'Altitudes xbwa Perisibhs arid Retirement,^ Louis 
Harris and A^ssociaOT (New Ydffk, N;Y.); Johnson and Higgins; 
cbmpleted 1979. . 

i, 330 current full-ti»a^pQplo»Be^ well as 397 who hadj retired 
from full-time wo0^ and zra>^Micial executives of the Fortiine 1,000 
list who deal with pifeftsibo andx^^i^ement proM^ms were surveyect for 
a nationwide study. The survey provided bcodsiderabJe informatipn 
cpncenyhji publi toward: retirement and its fihahcial 

reqruirements,^ characteristics of pension plans; and the ultimate 
"^illiilRi^Gs^ _pf future tb pay sbcial security retirement 

benefits to retired individuals; ^ 
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Ihfl^ibh and Pen sion Plans. Math Teclf (Princeton, N.J.); 
Dcmdd Wisfe; DdL/PWB?^coiripleti^^ ^ 
1 illiiszis part'o^^ Bole of Private 

Pensions in Meeting Economic Security Needs of the Nation." It 
prpvM^ An anal^ of the iiif|)ac^ of inflation oh current retirees. 
Data source : RHS, . 
\ (13) Retirement Ihcbihe Research Project. Math Tech (Princeton, 

N;J.); The Hendrickson Corp., IGF; Wiliiam Morrill; EBRI; begun 
August 1979. 

This research project will examine three major issues: (1) What 
retirement income goals should be established for individuals during 
retireuneht; (2) what nux of public and private retirement income 
.programs should be emplojea to meet those goals; :and_(3) what 
funding metKbds shoulj^.b^ finance these benefit^^ Tbelhort- 

and long-term implications of these policy questions will be examine^/ 
ife terms of the eeonomie and distributional effects on different income 
and population groups. _ 

^ U^zM^^^^^^PS' 9^' Iptta-f amily Transfers and T^eii Effect oh 
_ individtial Behavior., Natioiial Bureau of ^conomifc Research (Stan- 
fbrd^ Qalifbniia) ; Mbrdecai Kurz, Mafcy Ar^ih; HEW/AdA; October 
i,1978~<3ctober 1,1979. ^ . | 

The objectives this study include the defvelopnaent and testing of 
a variety of techiiiques for the measurement of intra^^ transfers to 
assess their utility^ and feasibility. A niodel will be developed to deter- 
mine the probable tmounts direction and type of tran^ei^. A limited 
number of studies will be used to test and validate the model. 

The miKlel lysdll be^ b iisedj)n ^Samuelsoh- s CQPSumpti on-1 ban mb del 
^ith several modified assumptions. The study will addijess the fol- 
^te^^iSg : q^stioi]^ ^ (1 ) Whft t the^mechanics by which d at a on 
amounts-of intragenerational transfers can be obtained; (2) what are 
the behavioral characteristics that determine size and direction of 
transfers ; and (3) how do public transfers influence ihtrS^imily 

( 1 53 The Wealth- Aee Relation Among the Aged . SUN Y Albany (in- 
hous^X] lT|5d Mirer ; _ 
- Mir0r e j^ptmined the _wc^|h-hol<Ung behavior of the a^ed, using 
life-cycle i^roacKf 'Se found tjiat- wealtij declines modestlv, or per- 
baps npt^^ i^'^^i^^ 'A^^^ft^^^^'^"^^^ analysis. This stud^ 

is now unncfe^re^ifi^bnvDat ^96:8 Smu^y of the Demographic 

and Ecbhonig^Otiara^feristic^ bf the Aged. \ ; : 

(16) The W&]pi* Holding Behavior of the^ Aged^SUNY Albany (in- 
hbuse) ; Thad Mi|§*; Sgjfemb^r 1977~D^^^ 
j6 This is an exaniiifljjioii of ^ aged retired per- 

- sons and cdliples. Mu^'^qo^ .^ry slight disssT^ings^ on the order of 
1 percent. Dissavings we^Jfe^^^^^^^ income. 
This pap^ is now under revision: DaS sSwces: 1963-64 Federal 
Reserve S^iB^thSu^ 1 : ^ i l 

- (17) The Soeial Security Benefit Structure: Equity Considerations 
of the Family Afrits Basis. University bf Texas, Austin; Carol Bennett. 

t'^he ratio of expected benefits to expected contributions is calculated 
r workers entering the social security system in 1978, by family type 
^ 'Earnings level. Estimates are provided, to show the impact of twb 
itive proposals on these ratios. 
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--(18) Tie^^idenSe of Poverty Among thp Aced Universitv nf ' 

■ ti^^K^ f ^"^^^^^ definition of econbmie status which includes in 
fond transfer, 5pet income imputation, intrafamS^ ttaSs and 

SnS^and ^1^!^'^^ ""^^ '^^'^^ - pov.rty^a^^^^e aged 

fV,?tS?s also makes M argument in favor of an upwards adjustment to 
the^^A poverty threshofd on the grounds that it underSSes th^ 
food requiremen s of the elder^ ste also compared niffiSnes with 

fean'panerL^l^"' 5^^P^^^^^ the agedT SSSrcS <^ 

xViich^gMranelbtudy of .Income %namrcs, 197 L . /^I'E;- 

__ (19; bupplemental Security Income, Asset Tpsts nnH T?«„uJ^J^ 

J^® ?f ^'^^ income from assets has iim»e*tant con 

severaK akernati^e approaches to asset-testihg, includinE those ad- 
vocated current weffare refbrm debates. The LpirddeftiSs u§l 
tamet efficiency ind eaters for the measures of )econoSic status and 

(?e) ljntrafamily Transfers and the Elderly. University of WiSsin 

SiWelLr'cr'^o.tr^^^^ 
, _inia re^rch proj^ explore alternat ve Drbcedurps - for 

estimatH,ft.tbe size and extent of. trshsfers ctf resoifrces aSg relltivi 

SS fS lies W"^""^- -f^r=cterist1cs^f S*^and 
^rn.f^o f 1?*^ economic aspects of the decision to liv^ in 

(wLhiSto/ D ^P^^?t«™ Needs_in Retirement. Hrban^Iflstitute 
^m^n&r^''^^^ Wertheimer; HEW/SSA/ORS; com- 
_ The changing patt«rn§ of expenditures and of the needs of the 
smiSe : IhsT inta^retirem^^rlt are examined in this Sidy Data 

V??i^j-^hl-^™P^^* of Inflation on the Income and Exbendituraq 
7l£^% Americans, Urban Institut^-^XWashingtonT D^CO Sheifl 
Zedlewsfoj September 1979--Septeraber •^1980. ' 

Ihis study will ^ixamine the impaftt of inflation on the iiicbm* 
sources and expenditures of elderly pBrsQa& Thl chanee in ovptrH 

S thi?Stn wfir^^ the period 1969-76 will ba caFculatel, S will 
frffla^f^^ iS rhich^each source of their income has kept up with 
tl^ «ddition, the itnpact that any loss in^-^al inco4 has had 
on the real expenditures _of these persons will be estimated The 
manner m -whicli declined in real expenditures have bee^ distributed 
co.nsumption categories will b/ examined FinaHy"tte 
results of this Bnalysis will Wyse recommend policy chsn?e"^'hidK 
would she ter_the Incomes 1 the elderly from inrfation andTo predict 
the impact of further inflation oh tlje elderly predict 
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B: FXIRNKSS OF TRSATMSNT OF 8UBOROUPB OF OLDEH WOI0CEHS AND 

RBTIRBES 



: (1) The^cid Security: Retirement Test: Jlightor^ 

Ent^rpiip liwtitufe^ Kesearch (Washihgtbh, D.C.); 

(in-hbuse) ; Mj|rshal] Golbe^; 1978. 

The ^cial Mcurity i^tirem^t^t^ aSeSdecl by the 

1977 Social Security Act^ is^hown to be a burden to older people and 
the general ecMMWim|^^^ 1977 legidatiori did 4^^^ the 
real oamed in<x>m6 limited workers were put at a dis- 

advant^e. The retirement test fails t6vreflect geographic difl^renees 
in;^ the cost: of liyipk; is inconsistent with the IRS policy of counting 
unesnied incopiej(ni7oring earned income among the poor) arid ac- 
cbunting^ j^i^^ediictibl^^ e and discburc^es delayed retirement. 

_ (2X_ProSdinKjSurrivore' Benefits -to Employees — Gbmpany Prb- 
cedn^' Branded JEWaltham, Mass.) ; James Schulz ; 

ifaidrus Foundation; June 1977-September 1979. - 

Analysis of available data biijSUTO pipyisions. Pilot survey 
of 40 firms in the Boston, area to see how firms preseiflt these pro- 
visions to retiring workers "wh^ chobse^whether to take them br hot. 
: (3) PoFtability and ' Reciprocity Amoi^ Single Employer ?lans. 
George^Buck^ Cim sulting Actuaries, Inc. (Washington, D.d.); George 
Buck; DOL/PWBP; in prpgi^. 

- The purpose of this contract is to coni^uct an in-depth data gather- 
ing jBffiwt an the ex. tent to which pbrtability and reciprocity 
arrangements - currently exist among single-employer'spdnsbred 
per^ipn p]aM:in th^ Mbre specificaUy, this contract 
shall focus on: (1) Flans havingp*feptures or portability or reciprocity 
with o^ther plans; arid (2) plans witljprbvisibiis fa(H_litaUng:the trance 
of pension credits by permitting lump sum distribution of vested 
benefits] upon separation of emprbymen^^ prior to re t iremen t ^and for 
transfer of payments from outside sources toward the purchase of 
pension creoits for ^ new employees. 

{4J Social Security and the Changing Roles of Men and Women. 
HE^W/SSA/dRS (in-house) ; F^bruary^ 

This sturdy iwas m^dated^ by the Social Security Amehdments of 
1977 to examine differences in treatment of men ancf women under the 
?pci^l: Seciiri ty Aot^and analy^e-the^ mad eii^ acies in the pro tec tion 
provided fbr nomemakers as dependent spouses and woraen^ working 
AbT,pay. Propbs^ J^resented to women eligibility for many 
social security benefits m their own right. 

Four main subject areas are cbverea: 

— Basic problems for women with social security. 

— Coniprehensive options such as the -'double decker" system 
CQMistingjbfLtwb 

—identification of limited options to improve the system: 

""^peeifie cen^^ : 
_ Also included are several appendices, including one covering income 
of the Uged. . _ _ :^ _ : i^ i 

(5) The Inequitable Distribution of OAS! Benefits Among Home- 
tnakers. University of Wisconsin (Madisbii); Kiiren C. Hold eh; 
HEW/NIA; completed 1978. 
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OASl spouse benefits may be int^roreted M an 
to^ves for tima spent in home work, lins impHcit credit is calculated 
for women who have spoilt time oufcp^ 

to vajfy among wivis: Because spouse benefits are based in part on 
husbands' eaJTunpi5vb_menw earning l^usbands tend ta receive 

a larger implicit credit for periods ^pjf^hbme work, u bias: in favor of 
these women which will nbt^ be cdfrected bjr oroposed reductions in 
spouse benefits^ the payment if an explicit. liGmemfi&ere^ 
Iw child care dropout years. Data sources: Exact match study and 

(5)^ Analysis of the Relationship ;ot Social Security Insurance to 
ether Federal Assistance Prpgrams — Medicaid arid Social Services; 
HEW/SSA/ORS (in-house); 

ia) An exfionihatibhiof the^ growth in Sta^^ 
stuting fr^m the SSI program with respect to increases in humbera^pf 
persons eUgiblei mcrJa^in number of pe 

w^>re paid, tncreasfld costs, and changes in policy and adftim^^^^ 
of State medicaid progi^s. (b) An analysis of the relation of social 
serviced (title XX) ±0 SSi caseloads in the various States^ the_pr<p)bi^^ 
tipnof jhe SSI ^sas^ad receivii^ services, and the achievement 61 the 
objectives of the service© provided to the SSI pppulatibn^^ _ ._ 
_(7)^gpntiibutidh of-Wives' Earnings and Benefits to Total Family 
income;;HEW/SSA/ORS (in-hpusejLim^i^^^! : - , 

This project will describe present and projected contributions of 
wives ta family income in retu'eriient.::iThe pdrtiori of family income 
which is provided by the safe's earnings and her own pehsipn and 
benefit retirement income will be analyzed for S^uples with different 
income patterns. Data produced by a siinulat|fc niMeLfor w 
to the year 2000^ will describe future patterns,«ianges in frequency 
and level of eamiriqgs and benefits of womehi and their changing cbhtri- 
buUph tpifamily income in retirement. Data sources RHS. _ 

(8) Earnings Replacement Rates of Retired Cobles: Fmctaigs 
From Jhe Retirement History Study. HEW/SSA/0RS; Alan Fox; 
January i579. " ': : , , , 

Using data from the Social Security Admmistration's longitudinal 
RHS, this article presents the first study of rmjlaceraent rates for 
couples. The findings show that, though about half the wives claimii^ 
benefits in ISeS-'S^i^ retirod*^v^ their benefits were not neces- 
sarily much larger than what they would have received j^ depehden^^ 
spouses. Cbu^les^ with Tetired worker wives had higher absolute retire- 
ment benefits, but the ^omen's preretirement earn cause the 
"replacement rates of theS^- Couples to be lower than those of couples 
r with dependent wives. _ : - ^ ^ xxt^t^^oo^i 

i9J Study of Widows Under Age 60 Without Benefits. HEW/SSA/ 
GRS (in-house); 1978. _ : 1 ^ . 

This study of widows between ages 45 and 60 fpcuses on the 
adequacy of the resources they command during widowhood^ the 
effect^jf widowed mothers' benefits on transition into Ahe i^^ 
the effect of work after widowhood on eventual totatbenefits, and the 
extent to which widows will collect benefits on the bpis of thm^^^ 
versus their husbands', earnings records. Data on recent widows will 
be gathered by mail and direct interviews. 
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(105 Are Women 'n«ati>d Feirly m,Todffy's Social Secur^y System? 
Institute for Research on Jbverty (Madisbh/^Wis.); Richard V. 
Biirkhaus^; HEW; June 1979. [ ^ : . , * 

The increasing <»mioitmeht of w<Mnehjj)articulaWy mamed women, 
^ the ia^r market has made the OASlone-eamfer model of the house- 
^o\d obsolete. Usin^ data from acUial OASI files, this study shows 
that, while househdlda^cuOTntly collecting OASI l>enefits receive more 
than an actuariaUyz faif^iTg;|TO contributions, one^raner 

munied coupl^ do better than either twcMaamer married couplesj^ ^ 
aMle individuals. Bwrm^radieal reform of the sy^m, however, it lb 
difficult to propwe cbfflCEes-OTasiatent with both tSe social insurance 
and social adequacy g56B of UASl. . , \ * 

(It) Wi^ Betermination and Ihscrimmation itobng Worn- 
em.i^ Insti tote B^arch on Poverty (Madison, Wise:); Joseph 
^umn: completed June 1978. i j : n :^ i _ . ^ ^ 

InjUus^aj^r, the determinanta of the maAet wa^e rates of older 
workers are analyzed, using the 1969 waVe of the Sod^^ Security Ad- 
ministeatwh's RHS. The extent wid nature of current labor market 
discriminatibh by race and sex are then examined by estimating the 
portion of the rapja «id sex w^e differeidiials which tannot be ex- 

Slained by observable socioeconoimc chirac^ Evidence of 

iscrimination appeare in both cases and *g|gests that bc^cupatipAal 
segregaUon or crowding is mbrii of a prdbletjilin the malerfemale than 
in the whife-nonwhitc^case. . _ 

(12) Black-Wlute DifiFej^nc^ in Private Pensions: Fmdmgs from 
Sie Retirement Histoiy Survey. HEW/SSA/DRS (in-hguse) ; Gayle 
Thompson ; Februfljy 1979^ - \ . ' , 

This article compares older black workers and older white wbrkera^^ 
on cover^e under^p^ pension -plans, the receij)t of pension bene- 
fits upon retirement, arid the job characteristics associated with both 
cpverc^e Mid receipt. Data ire ^rom the 1969 and 1975 interviews of 
the RHS, and describe pre-ERI3A conditipi^^^ persons m their 

late fifties to mid-sixties. Blacky workers were much less likely tha© 
white woricers to have been c^wped by a private pension on their 
longest job. Moreover, among tl^lacks who were eovered, they were 
less likely to have received b^n^fils.Th^ racial differences^ appear to 
- Result in' part from substantid differences in job characteristics,^ par- 

ticulsrlv iiidustiy. ^ z ^ i i : w- V- t Vx. t> 

(13) Fension Coverage an4Benefits,^1972: Findings frpna the Ke- 
tirement Hiitpiy Survey HEW/SSA/q(RS (in-house); G&yie Thorpp- 
sonf February 1978. ----- : , 

This article, imsed on da^^^ the RHS, examines cover^e by 
an employee pension plan on th^ lohg«3tLiob,:tMexten^^ 
ered workers received an employee pension upon retirement, and the 
size of their benefits. It also examinesithe joint receipt of emplove^ 
pension and OASDI benefits md the size of the combined benefits. 
Each of these pension variables is^ analyzed for differences by class of . 
worker (private wagqf snd salary or government)^ sex, and character- 
istics of 4he lohgestiob iindustryj occupation, tenure, extent of em- 
ployment, and annual earnings rate). The majority of cpmpletely 
retired individuas jh their early to middle sixties in 1972 did not re- 
ceive employee pension benefits in that year. Women employed in 
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private industry oh their Ipn^pt jpb^ wete the most disadvaj^^^ 
this regard. Even when they did receive retirement benefits froiff 
employee pensibn plaiis, their benefits were^ub|t^antially lower thjin:. 
those of men or of women employed in goverranent; 

- (14)-Iiifdrnial Social Networks in Support of Elderly BlacJ^ iii the 
Black Belt of the U.S.. National Center on the Black Aged (Washirig-; 
ton, D.C.); William Watson; HEW/AoA; January 1977-December 
1979. : , 

1,500 pe^ns were interviewed n the black belt. Questions>asked 
rplAted to' i^cpin preseht employmeiii, finaii<;iAl as- 

sistance received, retirement, yearly eaniings».^nomeownership, and 
rhedicare/inedicaidv An jl i 

a 5) The Minority Retiree: ii Untapi^ Resource, ^an \Diego 
e University (San Diego, Cajifbrhia|'; |Dr. Stanford) Dr. Baty; 

HEW/AoA; October 1, 1979-April 1, 1980)^ - ^ 
. This project wUl exami^^^^ the imnority tetire^ 

in community organization pro|^ams. Ssmples of black, Me^ilsan- 
* American, and white retirees in San D^go and Denver will be sur- 
veyed* These two sites were choSen-since they wjll prwide a basis' 
for comparison with data from a previdus Ad A study perfdrmed by 
' Hal Shepperd and Sara Rix. The data will include selected informa-. 
tidn on existing cofflffluniij^drganizatidn strubWr^aiid functidhs, and 
a probability sample of alEBersons age 55 or cfi^Klii order to permit 
an investigation into the mttors influencing ctJ^^^ftity involvement 
in local organizatibhs. / 

(16) Social Security- Labor Market Discrimination Against 
Women. University of Wiscbhsih ' (ih-hduse) ; Marilyn Mbdh ; fall 
. 19^8--fall 1979: , 

z : This project is an in ves t i^a tion of Jrhe de^ee to which the sofeia 1 
security program' institt^tionalizes labor Market discriminat^pn ex- 
perience clt^ wdmeii during their work lives prior to retirement. More 
specifically, it will analyze the extent to wiiich the OASDI benefit 
structure cdmpdiinds wage discrimihatidri thrdiigh Idwer benefit levels. 
Data sources: CPS, Exact Match File. ' 

- (17) The Adequacy df Earnings Replacement ThrougU Private 
. Pensions. Urban Institute (Washington, D.C.); Gaiy Hendricks; 

UEM/AoA; completed August 1979. " - 

This study will identify ma£br sociodemogra^ 
income groups which are systematically excluded from private pension 
bfn^^ts jmd measure the extent of Jms exclusipln by coni paring re- 
placement rates. Tlie study will expfore reasons for exclusion, and 
develdp measures df the extent of deprivatidri. Majdf dlita sdiircef 
^BHS. %^ 

(18) The Rdle df PtJiisidns in Meeting the Ecdiidmip Security N^eds 
< of Women. Urban Institute (Washington, D.C-); June O'Neill; 
DOL/PWBP;cdmpletidn March 198a. 

A thr^e-phase studv examiiiihg tl\^ difTereht ways^in which _the 
. 'ecdndmic security noecis of older men and women are met: The first 
phase provides ah f er view of the income swyrity ^^^^^ 
wxjmen according to source of income and denaographic characteristics 
of the pppulatipn.^The second^plmse wUl e^^ the life-cycle theories 
of consumption and savings in order to acconnt for sex-related differ- 
ehcesjh factors such'as life expectancy and labdr fdrce participatidn 
patterns. The third phSse will evaluate trends in the role of private 
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penddns for women ^ a 2?-^year span^ F^^ ^eyelbped 
to ineasure the effects of female labor force participation, equal em- 
pU>yTrtent opportiinity laws^^^ ^Ggal^^rulings^TeqUirii^ unisex aet- 
uarial tables oh the retirement of wjomen workers. Sata soarces : 
RHS.SIE. - - , 

: £1^) Empirical Study of ths Relationship Between HiU|nan Capital 
Resources of the^Elderly and Tlieir Participation ih SSI. Washington 
University (St. Louis, Missouri) ; Marthai Ozawa; HEW/AoA; Octo- 
ber i,1979-dctober 1, 1980. y . 

Tlie objective 0^ is to/study the relationship between 

human capitd resources of theV elderly and their participation in the 
su|iplemental seeur^^^ will b© made of the 

hypothesis that those elderly with sidbstantial levels of human csiJital 
such as J:bocl Health or higher skill/Mve^^^ a lower prbbability of 

participating in the SSl program: Multivariate regxessiuns will be run 
on datji from the survey of lb\v-incbme aged and disabled tb test this 
hypothesis. 

, II. Financial IsstJEs 



A» ADEQUACY OF THE FUNDING OF RETIREMENT SYSTE^IS AND PENSION 
"r " . PtANS i • 

, : (1) AjStudy to Evaluate the Impact of ERISA On New Plan Forma- 
tion. Abt jSssociatesi(Ctimbridge, Mass.) ; Robert Lake;. DOL/PWBP; 
March l976rJHly:l??9v : : : : , ^ -_ 

Thjs study examines the inXpact of ERISA on the recent gro^vth-of 
private pension and prbfit-shaTihg pjahs,_evaluatesithe effect brERISA 
on the structure.and design of plans, and assesses the signiticance of 
shifts aiid trends bn the participants aff^^ plfl^s. AJsOl th^ 

characteristics of firms and worlcers without plans will be determined. 

- (2^) Preliminary Analysis of the Cbst bf Maintaining Pehsibh arid 
Health Benefits in Selecteil Plans. IGF (Washington, D.e.); 
DOL/PWBP; January 15, 1979. 

: If his report examines the level^of allowable cost increases in worker 
comj)ensation uncler the revised \vage guidelines for six collective 
^ftrgainiiig units which are scheduled for wage renegotiations in 
1979. First, cost increiiscH requirnd for maintenance of current benefits 
i n peris i bri ami he tU then rp: x)1 aris i n e a eh ii ni t w'ero _p rbje c t ed uricle r 
several different assumptions: Then, the corresponding maximum 
!^^^^^^^ ^.ri ^ytigcs permissibl^^^^ Linder the 7^j)ercen^^^ Jiiuitatibn bri 
increases in total coni[)ensation was calcnhited. Such variations in 
I tension f ) ia rich a r ac t ori sties aii ( | f 1 1 rid i rig levels w isre shb w n to ha ve 
pbtehtially significant impact on increases in wages. Major data 
source: ERISA aririurfl re4)drts. ' . <, 

f.y Study of Level of Benefits in Private Sector. DOL/BLS; Alvin 
Bauman; completion August 1980. 

: ilridi vi(lual emplbyee^ f)fahs are analyzed in terms' of charac- , 

teristics such hh paiticipation.. requireraents, *'ftfnding, iind various * 
P^^y i ^ ibhs . The ( 1 a t a w i 11 he used by O PM to <:os I but e iich e m plby ee 
plan and hy BLS for a publication summarizing various plan 
pibvisibris. _ _ - : 

(4) Effect oi* ERIS^ on tlip Ternnqation of Single Employee 
Defined Benefit Perisi(M (il^^buse)j cbrhpleted April 1978. 

This report discusses the effect of ERISA on about 7,300 pension * 
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pljojs temunated dunng the 2i-month period from Septenibler 197 
tpzJune:!?^ About 93 i)ercent of these plans had fewer than 160 
participantaf!^ - _ i 

(51 An Examination and AniBdysis^ of- Pension and Profit-Shanng 
Terminations After tKe Passage of ERISAs Hay Associates (Wash- 
i^tori, D.C.); Al Fisher; DOL/PWBP; September 1976-September 

IpQ. : i: : , ^ ^ 

This study of post-ERISA terminations of pension and profit-sharing 
-"lao^-i^raluates reasons fbr^ andiefiiets of, temiinatidn on diff^ 
"^(S^ot participants ami sjtensors: included is control sample of on- 
]mng plans whicH wiU Jae jint^^ t^^pect to pertinent char4i^^ 

^^^^tics of the plans, plan particmaiits, and employers. A model is 
also develbped to estimate the juroBa^^ — 

- (6) Plan- Costs Resulting from a Proposed Amendment to Exteiftl 
Joint and Survivor Coverage of ERISA/ Hay Associates (Washington, 
D.a)^; Al Fiiher; DOL/PWBP. , ^ . : : 

The impact of proposal to extend joint iind survivor options to non- 
retired vestecl participants and to eliminate the 2^ear waiting period 
is evaluated. — _ _ _ * 

(7) ^Pre-ERlSA Plan Tertninatioh Benefit Lbssesv Hay Ass^^ 
(Washington, D.C.); Al Fisher; DOt/PWBP; FebVuary 1978-July 

1979: : : i : o ^titoa 

The costs of extending ERISA insurance protection to pre-ERIbA 
terminations is evaluated. Actuarial statistics are used to <|eterijiine 
tRo future of this group-of individuals: Alitera#ure review is included. 

(8) EfTects of ti\le I S^ERISA oh the Costs of J^ension Plans: 
ICF ^Washington, D.e.|Byohn Valiante; DOL/PWBP; September 

1976-March 1978. z - : _ : _ 

An actuarial cost model is used to evaluate the impact on the private 
pension system of satisfying the requirements of title I- of ERISA 
relating to minimum standards, for participation,, vesting, benefit 
accrual survivors benefits^ and fum^ - 
: ,^..(9) Analysis of Single Employer Defined Benefit Plan Tem 
1977z. Pension Benefit Guarlhty Corporation; November 1978. 

This report examines the characteristics, reasons, an^^ 
rates arid tterids of single employee plans which were terminated in 
fiscal year 1977. Findings show that the riumber of covered plans 
dropped by 5 percent in the 3 years following ERISA, but the in- 
ciease in workers covered under new pUiris \vas twice the loss of cover- 
age from piling terminated; Plan terminations reached peak _in 
iJecember 1976, but bjr tiie fi^^^^ quarter of fiscal year 1977 new plans 
outnumhored plan terminations. : : : : ^ ^ i 

- (10) -^tudy To Eviduate the Impaci of ERI^ on Multi-Employer 
Pensiori' Plans: Toweaw^ixin^ Forster^ and Urqsby (Washington, 
D.C^l RbrivMulirigsBffl^MELLQ^o^ 1979. 

This stud^ is to P^BIHPvnP^ PBGC with a detailed descrip^ 
lion of the mUltiemplw^^ns^^ plan universe, both before and after 
ERISA. Past trends^nd'^ehts-^vin be levie^ved and analyzed to 
explain development of the present structure, characteristics, and 
practices for these plans. The study vvill assess the impact of ERISA 
ori these plans to date and develop projections of the nature of the 
multiemployer plan uniye^ arid of - anticipated ^liang^,^ in plan 
practices an^ their effects. , - ^ . n;^ 
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:^j(riyFinancirig the GivU Service Retirement Systems A Threat to 
Fiscal Integrity. University pf Penhsylvahia, Pension Research 
Council (Philadelphia, Pa.); Dan McGifl; OPM/Bureau oL Retire- 
meat and Occupational Health; completed April j:979:. - 

This. vplumejs a cornpilation of offici-al and semioflScial documents 
pertaining to. the detertninution of the cost of the accrAiihg benefit 
pyiF^titioris of t^^ the extent to 

which these obligations should be funded. The^theme of the basic 
documents in this yolum^^^ that prospective recognition of the impact 
of inflation on GSRS costs and liabilities is essential tcK^e fiscal 
integiity of the system. If 

b; incidence of costs of provi6ing for ^retirement income, 

_U) Aggregate Econoinic Meets orefian'ges in Social Se^^ 
efiO:; Helmut Wendell; September 1977~August 1978. 

A -t€>chiiical a which discusses the geneml econoirfic cdii« 

sequence.s.of the 1977 Social Security Amehdin^iitsjhiii raised payroll 
taxes. Particular:: aU^ is paid to the inflationiwy effects of payroll 
tax increases and the macroeconomic effects of the 1977 amendments 
on \vages arid social se^^ 

i2) Pension Improvements Since 1974 Reflect Inflation. HEW/SSA/ - 
ORS; Robert Frufakin, :Dpnald Schmidt ; April 1979. 
1 The authors examine changes occurring irj^l3l4)ension plans during 
the period from October 1975^ to February 1978. The changes reflected 
responses ta inflation t^nd ERISA. Findifigs indicate that duriiig this 
penod, mostljenefit formulas reflected a real Ibp-^the luimber of plans 
Hieeting ERISA standards for ; vesting of benefits at an early age 
nearly tripled (i.e., increased to rieariy lOOpercerit) ; with the lowering - 
of ftge Jiacl sery^^ 58 plans, the percentage of. plans 

satisfying ERISA standards in this regard greSv from 50 to 100; and 
by 1978 the joint -and survivors options of all plans met ERJSA 
requirements (although some plans were made less liberal after 
ERISA). 

: (3) Two Studies in the Shifting of Taxes on Labor^ Michigan State 
University (East Larisirig/ Mich.) ; Daniel Hametm HEW/SSA/ 
ORS; first study completed April 1979; second study in progress. 

_ These studies both aim at estimating the extent to which payroll 
taps ire shifted to labor. The first estimates the extent ojf this shift 
using xnicroeconomic data. The secdrid cbristructs a d3rnami<5 simulatibri 
n^pdel and inciuHP^ the time path of shifting increased payroll 
taxes or subsidies 15oth studies aim at providing policy advice on the 
^'"^^/"A^t ami clynamics employment in response to changes in ta'xes 
or subsidies of payroHs. . : _ _ .ul _ _ 

- (4) Intergefteratibnid Transfers of Ecbhdrhic Well-Being. National 
Plf Moling Assot-iaiiou (Washington, D.eO (in-house); Dftvid Levy, 
Nest(H T*ujh(^kyj ; estimated publicatibri datey 1980. ^ ^ 

This pFoject creates a model of intergenerational transfers. A meth- 
odology is developed for rola,ting transfer pa^orits to the retired 
PPPAil«^y<>n Arid ta over a time horizon involving' 

more than one generation. The behavior of the tiarisfor system and 
ecoribriiy i.s e.xamii^ed in tjae absence of smooth population growth. 
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Security -oji iPHyate j^ftyit^.^ 
es. Americnn Enterprise Iiistitdtle for -Public 
ingtdh, (in-hbuse); RoberX^Biictd; 1978: 

^results of Drclimiry least squares re^^ressibns oil 
^^yy^^^Je^emlitures in th& United States, oit tb^ social 
^irf &riiiWes specified by Feldstein il97^L oft otb^^^^ 
S^doh the ijovernment surg^us (deficit):. No^ data on 
private^^^^ftl^^ are available for incriisipn. Barro^A :i^^^^^ 
dempi^ttateiithat socia^^^ \yealth has insignificant negativ*!^ 

impacton personal savings. = cS-^- - t i- o v . 

42) Xntertempbf al Effects of Social Secunty— Saving, Labor bupp^^^ 
Capitat Formation, and Output, - IBEW/SSA/ORS tm^house) ;. 19m 
The primary focus of this report is the effect of social secuntiyi^on 
saving and labor supply t using a life-cycl^ 

ihvolves^ the estimation of aggregate econometric models of consump- 
tion and labor supply using aggfegtite time series diita: Mtematrve 
.specifications are used to test the sensitivitv ^ results published by 
' ^*I^eldstan and others. A cbfbllafy study will in v^tigate the effect of 
^^Q^t security on private pension savings^ using U.S. time senes^data. 

Saviispi and Inflation: HEW/SSA/ORS (in- 
house); John Turner; April 1979. . ^ ' , , i 

z> ^Turner presents empiri^fel evidence that inflation has a large negar 
fillip effect on pension savings The model he develbps incorporates th« 
Kefeavioral demand of individuals fonpension assets. He cites ev^dehc^ 
Sifrom the KHS that pver the^years 1970-74 real pension benefits fell^y 
ferceht and Teat social security benefits increased by 26:perceht. 
^iSvate pension savings are defined in three different ways, depending 
the treatment of capital gains: omitting capital gpns,_indudm^ 
realized gains, ahdincludihg realized and unrealized gains. The treat- 
ment of capital gains is shown to be an important determinant bf the 
level of pension savings. - ' - - J. ^ • i c. ^ j 

(41 A Jte-E^ramination of the Link between Sbcial Security anil 
Saviuis. HEW/SSA/ORS (in-house) ; John^. Hagens; February m9. 
• A simple overlapping generations rnpdel is develbped in this study to 
reinvestigate the wiaafth and endowment redistribution effects fr<>m 
the introduction of pay-as-you-gd^bcial security. The major point of 
the papeF, lha5^ society may: use social security to achieve an mter- 
cenerational redistributio^^_wealth, is shb\vn; through developmg a 
model tf eating the social sic^ty system as endogenous and ^assuming 
a non-iid^ative private bequest cbhstraint exists; A change^in the de- 
mand fbr social security can result from events such ^as a depressibn, 
exogenous techni^ : change, ehdbgen human capital investment, 
bf unanticipated inflation. * _ _ _ : :_ : 

(5) SocialiSecufity Interest Rates and Life-Cycle, Gonsunvpt^pn. 
Johns* Hopkins University (Baltimpre, Md.) ; ^eldpn Stein ; DUL/- 
Manppwer AdministratiPn} September 1975— June 197^. ^„ : i vi 

^tein extends the life-cycl^ theory lb include social security: IJiis ls ^: 
a&ther apprbach tb the stiidy done by Martin, Feldstein whp fpund - 
that social security xeduces private saving. Feldstem-s studjr had a 
statistical bias, which Stein. was able to avoid by incoiToratin^:interest 
rates in his model. Stein's findings were cbntrary to those of ± eldstein. 
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L -(ft) Bynfiinics 'ofi Eabor. Snpplyi Wi^e^Bmi Assi^ ^cumula^ujn. ^ 

Ni^tibnal Bureau of EcbDomic K^ea^^ (Wa^iiigtoHi^^ D.C.ft^"3^ 
Heckman; HSiW^SSA/ORS: June^^i^^ ^ -\ 

This research addresises tnj^ eco:l^bmics. eedgbpetrjc^^ 
hold life-cycle la^Q^^suj^S[y^ wagj^ grpwih, and ossetr A^umtifetLon 
patterns^ This pT<i\QC^.^\A Incluofe: (1) The :G(^gari8bii^bf i ty i ia i M c " 
models' fitting oh piridV data mor(0rfcon>^nti5g|al^ife fitting 
on sross-section dat^ J^^ \ the formulafen^^of ■ iitt^^a^ dynamte-^. 
models of iibusehoLdi^ b (2) the de^ei^jwneht ' of ecohometri^' 

methods for the analysis of dracrete dynamic data^ and techniques 
|hat^ <iQraA>y^jl: f a^PFi^^ JMri^ stattonaiy: tjni^ series: techhiques 

to analyzepan^ materiois; (35 th6 development of a simulation raoduley 
pf !if®-cycla]Jteha^^ to improve current micro-/ 

economic simtiJation models. Data sources MPsm. 

(7).PublteEiMlbyees' Pension Funds r Resburc Officials 
and Activists. People -s Business Commission (Washington, D.G.) ; 
Le€u Webb, William Schweke; 1978. ; 

This comprehensive: resource book discusses redirecting public 
employee jjensioi^cfund capital into socially responsible investment 
prpjeets. IneUided are^tatistics jand fac size and pbrtfolids of 
pension^ fnnds and models of new investment strategies 4n the areas 
pf housingi^ small businessi jind T1^; material ^ 

includes original articles and r^pports^ 'speech transcripts, a gl<»sfay' 
of financial tennsj, aJid a WMnprehensiye list^ of resburce^ ahcf 
organisations. %iv:|^ : V - - 

- (8) Testing -the of SbcW^ Life-<^cle Acc6muld- 

tibn. University x^Uaufbrhia, Xfos Angel^; Laurence J. Koflikoff; 
June 1979. : 

iThis paj^f:^ presents ati ecK)hbme trie model of ii^^fcumulatecl-savings- ' 
and_of retirement age tci iest the life-<ycle model. The results give 
^ raixed support to the life-<^i;l^ the pr^ehtivoltle of the»«bcia,l 

security taxes accumulated for tte househoHl is found to reduciB 
' accumuleted savings^ but the^^^eld of V. System; tb. ^he^^busehgld 
is significant. Also, social security is n » shown to. influence th^^ 
expected l-etirement age si|^iificantly. Date sburcff: Natibhal Lbhgi- • 
tudihal Survey data for men 46--59. ■ 

- (9) Equity in Pension Ptos. Univereityi ot Illintss (Cha^^ 
Urbana),' Robert Ferber, Robert Pe^rl; HEW/ASPE; comi^^d 
March 1979^ - - 

iPartHrf develbpm^^ of • the Survey in Income and Program Par- 
ticipation (SIPP), it: - . - __. J ^ . 

(_^) Defines typblp^ bf pensibh plans for^se iiij^terminfiig equity 
value.: 

(b) Draws a sample bfmdiyidua^^^^ collects i^^ 
from individuals, then gets releases and" obtains corroboration from 
pension providers. ^ 

(c) Drafts duestionhaires, or designs other dath, collection methods, 
for use in SIPP. - - - , - 

A Study tp EvaluA Impact of ERISA on the Invest- 

^^^nt Behavior^of Private Pension Funds: Universito of Pennsylvania, 
Wharton Sehbbl j[PhyMel^ua^ Pa.) ; Rand^: i Westerfield^ David^ * 
Gummins, John Percevale; DOt/PWBP; research in progress: : 
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The major objective of tbeiprblect is an in-clepth study to. assess 
the impact of ERISA^separate from otjter factori^on tlieiinvest- 
meht process amtbeha'^ior of private pe^ion ftind^.^ to estimate 
the impiiet of these chaiiges and' shift$' pn:i^:|nta^ ^ 
prbjedtwH develop (lata that represent: prifeEMSii. and post-ERISA JF 
periods to analyze the c}iff(^reritial effebts bf EKl^A on s])ecific sub- 
grbups of the private pension universe. The study will also uiclu^^ • 
TO analysis to identify shifts umrtrengs; m the use b^^ 

bnranizatfoiis that mav Save taken plrice since pitesago of ER^SA. '^ 
•III: Employment ISSUES *■ ^ v 

A. determinAntm of ketirembnt'age* . . ' 
- - - -_- - - --. ■ ■ - - - - ^ - ^. 

(1) Effects jof Assets on Retirement Behayior. Abt A^^sbciate 
JCambridgc, Mass.); Joseph Friedman;.BEW/S3A/0RS; completion 
September 11979. _ : • ^: : . , j. i- « - 
- Usihg RH? as a data source, an analysis is conductecl of the effects ^ 
of assets (including equity in ipensibn tvhd social security) on retire- 
merit, arid of the effects of retirement on the size and compositib^;.bf 

asset holdings. L i: : ,L _ : „t v , ^^4:^. ^ 

(2) ^Ider Men-^-Th^'- Choice Bet!i^^en Work and Retirement. 

DOL/BLS (in-hbu§e) - Ehili^^ : \' i . ' 

Major factors that contriBute to the older \vbrker\si(leeisiori to remain 
employed:;are:exariiirie(l. The growth of retirement income is shown.to _ 
provicle the principal exf l&tiation for the dr^cjpping pa^^^^ 

among bld^r wbrkehs arid a growing p^pcentage of part-time and self-^ ^ 

Sloyed workere over 6& years of age. Also discussed are factors 
h influence the types of occupations and industries in whicltold^r 
work; Ifiuluding health reStriiifits, perisibri plans and mamiatory _ 
Bilierit. :Datft' sources: €PS, RHS, SSA*s survey of newly entitled 

beneficiaries. : : z: . . • ; — , : ^ ^: ^ Wr\T i - 

^3> Impacts of the AgeiDEscnmination mzEmploynient Act. JJUIj/ 
DPM (in-housei; Walter Towriserid^ June 1978-June 1980: ^ . ^ 
A study of- the rfemoval of restrictioris on empteyxrient of iridivlduals 
pyeriage:65j.:Minimal effects are expected to be seen due to short-term 

nature of the study. "z^^: ^ . \ ±. . 

(5) The Effect of Social Security and Pension Policies on Ketirement. ^ 
Harvard ^University, Cambridge, Mass.; Arithbriy Pellechio; HEW/ 
. SSA; August 1, 1979-August ai, i§8eL . ^ . ^ x± = i- - ^ 
The two main sections of^his stu^j^deal With: (1) How wooers 
decide to^^ork from ages 60 told an^Kv ^al secunt^zW^ , ^ 

the probability <)fTetiremerit; arid ^^^fci effect of the eamftgs test. 
Results indicate that the tax ratei^HPFimpbrjtM^^ but the exenapt 
amonntis. Theoretical arid econo^^B^ • * " 

theesBmatedprababilityofxetire i; 
Data source: KHSi(exac£ inatch iife); •> ^jsfei • , o - 

' (5) ^Asset Maximization Apprbach to EtajKSociiil becttnty y i 
Acceptance. Iristitute for Ke&arcfc .on Poverty pFrnVersity pf: Wis- 
consin; Madison) ; Richard Bu^khauser; - HEW; ^comptjeted Decern- ^ _ 

J Qyg^ • . :._>.. \ ^ .... .. . _ _ " _ 

This paper i using a sample Irbm the 1973 Social Secunty exMt ^ 
match ffle, tests the importance of econoiaic .choiee van 
decision of male workers tb take social security retired worker benefits^^ . 



. initially upon reaching age 62. ^ince: acceptance of social sec^drity con-? 
strains ituifket earnings given social security, ac^^tance is iveiglited 
against changes in the asget value of private pension and social se- , 
■curity| ^ efitalf they are postponed. - : 

TteMOgult^ indicate, as expected, that the less than actuarially fair 
postp^Hp jraiefits -system is ^positively related to ^arly pension 
accepSH^e^ : although the ne this ^^anjriotr be idisentan^""' 

from the effect of higher asset valufensing this methodology and dd 
: z;^ AhiEm^>i^cal ^tudjfiof the E^ffects of Pehsiohs^lind theiSrt;;^^ 

jgL and iator Supply Decisions of Older Men, Math Tecli (Piinceton; : 
!^ N.J.:1- Alan Blinder, Roger. Qbrdbn, Donald Wise; DOL/PWBP; 
February 1978: . - . 

A model of the existence of privft$e^g.sS$ibns a^ aii institutibn is 
devSbped based on the theory oi t^^tropSire of contracts clioseh bjr 
workers and firms within the cbntext'Sfimperfect information and tisk. 
In this framework, wages paid at a given point in time usually <Jb hot 
fequttl A worker's current marginal productivity. The mt)del •predicts 
the exis tehee of hoh vested pension arrangemen ts tfnd e arly re tiremen t 
_ _ provisions. A life-cyole mociel of tlie asset accumulation arid retiremto^ 
de<HsiGris pf WGrkers-is<}eye^^^ - wagee^^atioh** ip used relati^ 
wage rates: to pensions, experience on arid 9^ the iob, and various 
adai tibriaf tactors s^M^e ^s inpu t in the ]asse t and rre^tir^ment ^e^ qns. 
The effect* of peri&ions on labor supply riear retirfejaent is complex, but-*^ , 
^ - they raay d el ay the Riming of yply n t a ^ ir^i^i^n t ti^rha^ ^Gxjpl ajiling 
why many pensions are accompanied by- compulsory retirement 
provisions. - ^ 'J^ v ; j» • 

(7) Retirement in tl^e Dual-Career Fairiily- Nortb ; Carolina' State 
University (Raleigh, N.C^)^ Kathryn Ari^ersoii^ Ttiomas Johnson,, 
' R^ert Clark; HEW/S^A/DRS; Decernber ig77~December 197??, :: 
'^^^f- >^he retirement pro<5e^of bo tt sponges is ^e^ using sraiijU 

tariebus labor supply decisip^ arid^ bptmal c^^^ 

*» life-cycle economic jsctivity with endog^ous retii^tpent ages. Duni^ 
•eaxeer fdriiilies will be contrasted wi th^irigle-eamer families, and' |^he 
;puT>iic policy implications of inc^asing labor ibrc^ attachment of 
' m arriediwomeh will ||e explored. D et a so urce : RHS . \* * 

; \ (8) Federal taw- Enforcement and Firefightere Study .^President's 
Gb/nriii^ten bri Law Enfb^^^ Craig Pettibbne; OPM; July 1979-- 



I ,.>J^:::.Apiili9^.^^ # 
. Tbi^ researbn is to dcrtiermine if &ere is a ^ieed fbr;^a mandatory 
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letiremejiit age forlaw^ 
■ ■^ j|tTh^^ect of Mandatdiy Retirement on E^e^toient Sehsvior. ; 

Pifl^febri University (Priricetbri^ N J.^j Cordelia: W^Rd f980^ 
S ^ X. A study to determine if mandstory retirement provisions cause 
^ , workers to retire everi earlier .A, t^ mb<5el is urider develbp- 

. «^ ^nient ; eiMiric^^ ^ 

% "Ta^iU^Lii^cb^^ of- iRetiremerit _Beh%vibr. _Sta^b^d 

* University (PaJo Aito, GaHf:) and 3Tatiojial Bureatl of Econonoiic 
R^gar^liiiW^iMirigton^ D.G )j ^^ichael Bbskin; National Science 
Fbmdation; completion June 30, i 980. 

Bbskin develbps a stochastic mbdel of retirement and estimatibn of 
the effe^p'ts jof changing wage and social security optioris on retire- . 
' tneht iw&^vibi^ Tltese efforts will be disaggregated by sub populations 
and will refiri^ previous w^rk which provides no support for the theojy 
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,t poor health is the major determinant of retirement. Data source: 

RHS. - - - - ^ - 

: Ell) FMnily EcoupxhiG Status and Labor Force Participation of 
tSder WOTien: tJniveisity of Florida (Gainesville) ; John Henretta; 
HEW/SSA/ORS; April lvl97S^Mar(^ a^l>19a^ : z : z . : 
tt A sociological investigation^ relationship nithe labor fqms -partici- 
pation _QL<5la©r vwmen to^f fUDdif^ ctete^^ed by^ the 
characteristics of the family andlhe two spouses. Data s^wp^cei; RHS; ; 
. (12) Ah Investigation Univer- 
sity of North Carolina (Ghapel JBEill, N:;^^); Benson Rosen, Thomas 
Jerdee; HEWyAdAi^c^^ 

The authors develop and refine a model of ?Ahe retiremeiit de^sion^. 
process ih drganizatidns. ^he prdj*iGt uses field-'^udies with jsMiiiula«v^^ . 
tibh of admiriistrative decisibmnaking that permits manipula'j^n jiiidi^ ; 
control of selected variables to, estimate tneir effects on retjt^speax' 
d^ci^ipns^. Regional and. natibgal samples ^f, ma^ and ^ersi^rinel 
administrators _win participate;^ : > . - ) - 

(13]hSbeial Securi^ Mid-the Labor Siip^ly of Ol^orJS^env University 
of Westeni Gtatario <London^-Qnt8rfo)p^ Cariin^; DOL/ETA^ 
cbmpletibja-Au^ -: -^:Lz-Z:.SL-~^-i'^-^:^-- zmi^i: 

This study will estimate the impact^rsocia^^security ^nefits ana 
the OASl^^amincs^ test on the^ 1 abor force belwnor of meiv t)ve r a^e < 
62. Th«,^*^ct of ill health, mandatoi^ r^^^ layoflfs, and avail- 

ability of private pohsibn income will also be analyzed. Data base: 

NLS. - ^ ^ v " ' . . 

(14) vPr^MtJility Models for Fensibnable Service. University of . 
;Wisconsin (Nfailison) ; Izjset Sahin, Yves Balcer (in-house) ; completibh 
date 1980. .'^ " • 

.The_^uthora develbn a mbdel which predicts the prbbability d.is- 
tritiu tion snd/expectecf value of pensionable service (defined as service 
with : the fyfe giv.^n;: that a worker J[ias: : met iv^estin^ ^tandwds) . 
These numbers' are functions of the level of interfirm mobHity in thja 
* wbrkf bi^, imdexm^ fOT^ 

tion ages, and other factors, it is shown that giyen current ^obiuty 
pattenas- gjadua^^ fii^t l(> years of servic^J, f or ex;afeple, 

wotjld be more adyanti^eous ^to eiriplOTee^ ihan the more cbminbn 
► practice of full vesting after five yeai^. It i^ also shown that inflation- 
mdexed'pejiabhs are more generous than nonindexed pehsibns. '' r 
.- (15) QuS-lifying S^mc&r ;Undj^^ l2tISA Vesting i Standards — A 
^GoE?ipariis|j!Pe^ pf : WMcbnsin (^M Jfzz^ 

Sfehiiy TX^^ Bdcer; ^-Siouse),' completion date 1979^ _ ^ 
ziSPh^eia^Shbrs the tiu^e alternative mimmcQ- vestm ' 

cedures dtesagnated by ERISA with re^edl? to employee terminatito 
ra^^ A^eond analysis was performed in* regard to career qualifying ^ 
service.* : : . : _ : v, ,■ ^ V A: 

. (16)^l^terminants dfiihe^ of RetireSinent'an^Pa^ms^ 
Ssmply Durir^ the Retirement; *TSg|.^ Ufiiversity, of Wisj 
(Madison) ; Frank Sammar^d; i)OL/l|CA' 198,0.;' - ^ . >^ 
The author is conducting'^ resefitch oi> it inpdeT ^vhich^ cbmbinU 
" " ' ' " ' lion acceptance mocjds into a, unified 



Cycle labor ^pplj^and ^ 

framework. Data soMce: JlHS. _ 

t^7) Studies of ^^pfantary Retirement and the Eflfecte of Raising 
the Mandatbiy Rl^refdent Age/ Urban Institute, James R. Storey; 
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Mathemaiicii^olicy. itJesearch; WilliHra: -Morrill; Univem^ of Wis- 
consin (Mad tebh); Lee Hansen- DOL/ESA; March 1979-Deceniber 
1980. . 

This study examines involuntary retirement wad ihe:eflSct raising 
the mMdatpiy retirement age limit in order to assist in unilerstanding 
respons^^f employ-ers and employees to jprbbable labor market 
chan^elW^ or eliminating the mandatory retire- 

ment age;^ addition, factors that ^Uppbrt mahdatbrsl retirement 
PP^cy wUl t« inye^^^ as will special considerations requiring 

mahdatoiy retirement for exempted executives arid tenured faqjulty' 
employees. z il: : ^ - ■ 

(185 Direct and indict Consequences of Increasing br Eliminating 
. the- Manda^v Retilfte^^ Urban Institute ^Washington, 

1^ D.^O.) ; Rich#i WertheMer ; HEW/AoA ; completed September 1979. 

research estimates direct effects^ iMlndihg changes in work 
behavioiT of older worked, . and how thesiei^hanges will aifect their 
• §.^^^„^°^*^ ™fL^ocial well-being. be de- 

signed, to capture the employment effecta on nonaged w^rket^. es- 
pecially yduths, mjuiorities and wbmeh. RHS wfe used for estima- 
tibn c^f (lirgct dFects, 

(19) Tj^ Aging of America: A Pbr^ait bf the Elder4y in J990. 
Urlmn^^ Richard Wertheimer, SheilB 
Zedleu'^ki^EW/AoA; completed December 31, 1978. 

The nlilHlSers^^cl characteristics of the elddi^y are projected to 
the year 1996'using The Urban- Institute's DYNASIM mbdel. Two 
alternative sceiia^ reflecting different assumptions 

abpwt labor force participation :aniong_ the elderly; Under: the low 
P^^^i^ij^fi^^^ipn scenarib, it is a^imMztbat' the decfme in labor force 
Participation among the elderly witnessed^ in the past two decades 
will continue. Under the high particmatibh scot that 
changes in goveinmeht economic policy, a restructuring of the social 
security economic policy, the raising bf the minimum mahdatoiy 
retirement age, ami changes in thf age structure of the population 
will btinp about ^ reversal- of past trends. It is Cbhcluded that, b^ 
altering incenUyes: in ord«^ encourage late retirement, it will be' 
possible to both recluce the: tax burden on the wbrking p^ulatibh 
iajid increase th&i^^ 

(20) Early Retirement and theitabor Market iynami< 
Workers. Yale University (New Havefc Conn;); Thomas-' 
^DOL/ETA; January 198a. i ^L. 

_ 9^^ P^ft of .this stiidy wUr iny^^a^^ of 
retirement! rangii)^^ (lescnja^l^e measures, . pension receipt, and 

^^^^ ^^^ce jparticip^pn. The_ secSiid \ part cbhsiders thei relativ^ in\r *^ 
poftance. of i poor 1^ vei*sus retirement benefits^ in . explaining 
thetlecision to retirfe; ^ ? 

B. tj^E EFFECT&\OF RETIREMENT POLICIES AND SOCIbECbNOMIC TRENDS 

ON LABOR MARKETS 

(U Employment Envi^oranent fqr th^ Elderly 
for Research (Washirigtbh, D.C;) ; Harold ^hepard; HEW/AoA; 
January 1977-Apjnl 1979. . j^'i^ - 

Longitudinal data (every 4 months ^yer 16 months^ has been 
.ebllected from 500 respondents, male and female, aged 40 to 69, in each 
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of two cities with contraating unemployment rates. Infomati^^ 
gathered inc lude s labor market activity (job search, etc.), income, 
pensjon coverage (but not expected benefits}, attitudes ^^^^^^^ retire- 
mentziJ^a social security, and horaeownership (no other asset 

information). : : : ^ : -r^ : 

m The Future of ttie Retu-ement Age Pohcy m Fiye J^irQpean 
eoutttries. American Institute for Research (Washmgton, D.C.) ; 
Harold Shepard; HEW^AoA; January «79-Januaiy Ift&K : 

The experiences of GermaHy, France, England, Sweden, and L?en- 
mark are examined in dealing with changes mj demographics,^ bio- 
medical and economic factors and the costs of re tirepnent plans. 
Assessment also will be made.of the impact that avphange in the age 
of retirement -\v6uW have oil the ^rrent ^nd projected trends. ^ m 
- (3) Impact of Pension Plans and Labor Force Attachment. American 
University (Washington, D.^lt); Bradley Schiller; HEW/AoA] com- 
pleted 1978: r . ^^^^ 
• Data were collected on 133,000 employees of the 300 largest corpora- 
tions and matched to ttieir sociatsecurity records. Pensron coverage 
is difTerentiated in tefmfe of 12 variables, and the particular: effects ot 
various ^pfovisions can bfe analyzed. For example, the points at which 
work^^are vested or become eligible for early ^retirement can 
iderttlfied, and the responses can. be observed. A- cross-sectional study 
(^^Labor Force Attachment 13^ to Pensions") of iheH&ffect of pension 
provisions on iijuit rates ftjatd wages lias been completed: . ■ 

(4) Pr4vate:Pension Plans and Employment Opportunities. ^ 
University (Washington, D.C.) ; Bradley Schiller; HEW/AoA; com- 
pleted July 1979: = -.i==T i mi.- i 1 ^^1 

FollowH>n from previous work described above. This stud^^vUl 
assess thovextent to which pension plans restrict 'emplovmentjjppor- 
tunities for older workers. It intends to develop cost and empl^fyment 
models that exphcitly recoi^mze plan provisions ^d- to eJjtoaine the^ 
experiences of other countriesf. Quantitative analysis wH build on 
models aad longitudinaj i)ensibh-ernpldyment ^^^^ bo^^^^iready 
developed by the-researchers, and will extend to RHb and r^l^^^^^ 
V (5) Impact of Public ErriWi^ent imdTj'nmmg^^^ 
Workers. Appalachian Stafe 'University (Boorm, N.C ) ; Jean-P^^^ 
Courbois, Michael McDbribUgh; IIEW/AoA; completed Julv 197^v„-- 
. This study will investigate the ex tent: tO: which the needs otplder 
wjDrkers iire served; recbmmen^l w^s .of improving th| programs; 
analyze participatipn rates and measnre impacts on oMer-;tt'orkers. 
Hat a primarily taken from base-lines of Gomprehensiv^ Emi^o^'ment 
Trainmg Act prirfte sponsbrsi identification of useable data soqrce3 X3 
one impbrtant talk. Analyses will compare aggregate: performance, ol 
programs and efTectivene§s for spedfic target gr^ 

(6) Effect of Social Security on Labor Supply g^^^^ 
(Nev\' York); Marjorie Hohig^i^fignoch HEW/SSA.and HEW/. 
NIA; August 1977-iuM i98(ffi|^^ , , :^ - ' 

, The labor supply {^^a^'l^^ 

' yield elasticities \A4tiSHBB^to. yarioys policy ^vanabre^includmg 
the implicit li^ t^tey mm^m^gs maximum^ and thesj^p^f th^ l^ne-, 
fit. A longitudinal. mi<!rodata file has been created fit)m the 19b9, 19/1 
and 1973 waves of the retiprement history survey, mei^i^fe social sec^^^^ 
rity data for two populations: Avhitfe married males antf white female 

. heads of families. > ^ v ' 2 
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(7) NatioSal Retiremehi Policy in the U.S. Committee for Eco-^ 
tidmic Development (Wasbington, DX!.) ; Ken McLimiean; Univer- 
sity of Pennsylvania (Philadelphia, Pa.) ; Dan McGill; (ih-house);^ 
June 1979-^ecember 1980, - ^ 

i Ma^jp^^eSpg^^^hieiand:^^^ whieM^ hiaye xrea^ 

serious obstacles in both sacial security systems and private and pub-- 
|i<5:M^^^P^Af^®: ^^^^.^^^^ ^nti6ij|tited that the study wO^ 

mend changes in social security and Reforms in both private and public 
Pensions, jfhese changes^ ^S^ill emnhosize the need to provide J;reater 
opportunities and incentives for tH^ elderly to participate in the labor 
market beyond the traditional laboft^m age arid reduce the biir- , 
den of financing our retirement policies, i : 
11 (8) Demographic Structure of Unemployment Ri);tes. Cornell 
University 41ihaea, N. Y.-X; I^hald Ehrehperg; National Commission 
on^fimployment and Trainmg Policy^ completion August 1979. 
.:: This stud£ will /pjPjyaribus groups^ 

including workers aged 66 to 64 and 65 plus, and estimate the mipact 
of policy' paraM source: gross 

flow data on, worHorce participation from the CPS. 

(9) The Retirement Decisioa of the ^U-Empldyed. Institute for 
Research on Poverty ^University of Wiscohsini Madison); Joseph 
Quinn ; HEIW/SSA/ORS; January 197&-Maj. nm. . - ^ 

Cross-sectional and longitudinal analysis of retlfemeht decisions 
, and plans of the self-empioyed. The%^dy isolate 
the effects of jpe^rspnaliana financial etmrAjpt n^fcet cph7 * 

drtions, and job jdd^u^teristicsrs^eterininants and effects of partial 
withdrawal from 'raf»* labor force will t^e emphasized. Data source: 
RHS. - ^ n 

(Ipj iLifG-Cycle Wb^^ and Gonsumpti^^^ Security. 
Ma^ftchusetts Institute ofrTecbaooi^y (Gambridger^ass.^^ L. Jay 
HiBl^^J^teF Diamond; HEW/SSA/OR^; February 1978-AUgust 
197Sr*N?> . u - J. ^ ^ ^ 

The authors develop an empirically based life-cy^le simulation for 
use in exploring the effects of ^ecific facets of the soci al sec uri ty" 
system on -the allocation of wore and leisure ^through the life-cycle 
andi_consequ^ prHsduMipfi jSft^ mMeliwiU 

allow estimation of the impaot Q£specific''^roposed policy changes. 
1 jcUji^Sipl^aj^jofe M<^el ^:^Qf ■ Soc ial Seeurii^^ National B 
/Econoniicfieseiirch j^NeS^'^Yorrkj NrY".) (in-house) ; Anthony Pellechio; 
January 1979-June 1980.;^^^^^^^^^^^^ ' . - 

As part of the larger project on ta^ simulation, this project will^ 
dieivelop/ a* simulation ir^bdel ^ of hbw'?me social security systeM wi^^ 
work in the future. The project is -now in early specification sf^ ^ 
The behavior response to the payrpll tax and to the size of be: 
;will be emphasized. i ^ ^ > : : : " : :i : : : 

* Other issu^ considered are t^^ion of two-earner families > H5nie- 
"^3^ershipx:^adjustm^^ fi>t i^atioiii^ corpora and 
'social security. Probable sources: GPS and/or exact niatch file. 

(42)=Empl^ment Opportim^ Middle-A^ed Older^^W 

Non-White Women. National Center on Black^ged (Washington, 
D.C.); Dolores Davis; 

TJiis study will inv^S^:^ (1) A comprehensive literature review of 
jpaid-life eitrot^jment -op|tertuniti (2) an assessment of employment 
barriers aha oppbrtuiuties for older women including ah analysis of 
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policy i^ues and existing programs ; arid ^3) recomniendtttions for 

Federid ojfficials in Waalni^ton;^^ be conducted: 

Outlawing Ag Eedtibmia and iHstiuitibrial 



Mandati 



He tirement . N orth 
dbert^ Clojck, . David 




^nd Nts;' 

in A3E)EA 
inbritiea A 
anslated into 

kei^i. University; 
HEW/APA; 



Responses to the !l^limination 
Carblind State Uruversl^^fRali 
Barker^ Steven CantroU; HEW/Al/,(*r 

The following areas are exsmiiled 
mdtes.:tte impact of retirement de 
mandatory^ retirement; Compares 
' iny olun^tarily : retired ,z JJses: tfoe^TfltpL 
i^JtS data. (2) Responses of firins: B; 
filfepiedi^iiBjanda^ Tl _ 

mandatory re tiremept provisions will be dftVi 
cbritt acts J layoffs > human capita^^^^ CeS 
(3) Employment and mobility: estimates of.^ 
bii emj)lbyraeht and prbmbtibh bf jrbuth, wx>r 
demographic model of promotions will be ad a] 
a complex simulation^bdel. _ 

(14) Employifteht Patterns: of Displaced H6m 

of Baltimore (Baltimore, Md.); Nijole BenokMtis,^ 
October 1, 1979 -October 1, IQSq, - _ z-,.'^^-l.. mi ii i^ 

This project involves an analysis of ttie-ejatty and f^^^try processes 
of displaced hpmem akers, - their j)erception ^ about j blJ availability, 
required skill levels and: so forth, and the impacts of training and re- 
education. A sa^ pf ROO^vomen who i>articipate a tr aining: p^ 
gram in 1978, wifl be reinterviewed to determme \yhat their empJoy- 
meht experiences have been and how their perceptions have chang^id. 

(15) The Effects of Changing Demographics on the Labor Market 
for the. Elderly. University bf Virginia (Charlbttesville) ; William J. 
Serow; H^W/AoA: completed July 1978. : ■ 

This _ study aniflyzed the impact of the changing demographic 
coggipositioh of the U.S. population and found: tjiM^-^^^ 
create strx>nger incentives for greater labor force participation among 
the eiderly. The t^r^ jndjOT rieasoB^^ for these ihcrea5e^^ 
inglude ^^ne projected probl^s with the social security system, a 
deeUne initte real inco bf t)lder persbhs, arid a labbr shbrtag© 
arouDid theyear 2015: ^ , 

- (!_§) A yXjrass-Natibhal St«y of . Part-Time Emplbyment fbr-the 
EWeriy. tjrb^lnstituy- (mshington, . Jean Corbo; HEW/ 
AbA; cbmpletibn August 1979. ' _ _ ; _ 

Tbis .study wiH examine the demand for, and suj^ply pfi part-time 
work, considering sucii factors as mandatory retu-ement^ ^e dis- 
crimiiationi and employer attitudes. Relevaiii|;e>g[)eii^ P^>ther 
cbuJitri^ :^th part-time emdqyment and jphased^Tetirement will ^be 
analVzed. Involves- case stiMi^ of: personnel a^enci^Li^^^ysis of 

^^HSj: end exploration of other data sources^ mcluding collective 

. bi-rgaimn^SOT^OTiente^^ ~ - 

- (17) Bisplaced iiomem^ers; How and Why I>o Older Wqrkera 
Seek tod^Find J^e\v T^es of Work. Urbkn Ins^J|^te (WiSshiiigtbn, 
ELSi) ; Jean Vanski, Richard Toikka; HEW/AoA; completion March 
1981. 
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: This research wHl provide estimates on the dze and characteristics 
of the^c$ulatibh of oisjjlaced hbinfemakers^ ^ts well as define^the J^oh^ 
lems associated with their reentry to the paid labor maHket. The enects 
peredrial attitudes^ productivity, ^Wr market knowledge,, and 
(hscriminition on their probability of bbr^inm^ 

assessed ./T^^^ quality of Job placement with respect to occupational , 
distribimbnsi wtige iatesj job charae tens ties j skilt utifeatibn and ^ 
worke^stttisfaction .^iU be also examined; ^ model demonstration 

prpj^t will j^ctesignedr i^ nmz i _ i 

— H|l8) A D©mograDhic-^Qfj^mic Model of Nfie 0ASDI Systein. 
^illiams Cbllep (WilljAffi^^ Joseph Aiidersbn; HEW/ 

'SSA/ORS; Jufy 15, Ig7f--Juh^30^ f 

Develbpinent bf a Id^-t^rai dembgraphic-econbmic model of the 
UiS. laftr market and (t^^ -long-term financial model of the OASDI 
program. The labor marJtet model will forecast growth of output and 
earnings distributions fer^lemographic gtbup^ prbvidihg the^t for 
the OASDI model, ThS^imtegrated model is cfesigned to investigate the 
implicatibnJvof changes in population growth and cbmpbsitibri fbr the 
social security system: 

^ IV: issuES OF System Coordination and Design 

A. THE PRIVAT k/^BLIC M13£ OF RETIREMENT INCOME 

(1) Are Pnv§te Pensions Doomed? Brookings Institution (Wash- 
irigtbn,/D.C.) ; Alicia Munnell ; April 1978. ; . ; : 

Munnell's analysis of tifhe series data shows thai social seeuri^^ has 
tended to crowd out private pension saving^ and keepjprivate pensions 
from growinp at the: rate that wouUl:;^y^:Crtte applied. She 
asserts that if the average OAS! replacement rate had been initially 
estabjished at the euKHBEit level of 45 percent,^ t^ 
system would not exist in its presen triform ^ According to MuniieU, 
r^cent^incrjfi^es in social security pay^ll taxes will cause reductiojis 
in private pension contributions by ej^ftloyiBrsj since the two are close 
substixutes. High-wage einplbyees will be affected the most. Persistent 
inflation may also jeopardize private pension :plans, since ^rU 
public sectoF^can guarantee benefits thttt keep pace with inflation. ^ 

(2) The Ecohoiiiics of Private Pensijons. jBr^ 
(Washington, DC:); Alicia Munnell, J.ohn Brittain; BQh; January 
1979-August 198D, : z z~ :~ : : j - : : : ■ ^ 

Issues covered in this qjonpgraph include fundmg of pensions, |inan- 
cial issues L<>fz^companie mcbiiie Uistribu^^^ tax treatment ^uestipns 
liaised by inflation and indexing, effects^ savings and iijyestinents, 
relationship to bther pensicm^^rbgrams jespeciiijl;^^ social seci^ty)^ 
and the tendency of sociSl serority to be a'^substitute for private pen^^ 
sibns. , ^ - - " ; -"o - - - - 

(3) The Role of Private Pensions ihiMeetiii^ 
Needs erf the- Aged— Part 'B. Brookings i3^raration^(l!^^ington, 
D.C-); John Brittain; complied FBbF^^ >^7§. i 

An empirical analysip is done with, a sample of dtial sociajH 

fri vat e pension T^cfeients,: -ibased on C^S ~ ^ ^ ^^^^ - > 
ssues analyzed arg^Bdequacy of pension^ 
as ah income sburcci' arid wage re|51<>eeiti'e|it 
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(4J A Study to D«vfelop Eorecestihg Models^hich Will Project 
the Private Pension System. ICFiWashington, D.P.);Colirf Bladon; 
Ddt/PWBP; September 1976->January-l980. 

: iiAij^mpTehensiv^ study^i jni whieh^ wfiereht models were : used to 
forecast various areas such as number of plans and participants, 
^lapun of- cpn tribu tions arid asse ts, Mmbe r of i re tirees ireceiv ing 

gension benefits, number of beneficiarife, and afg^recate amount of 
enefits and benefit ^1^^^ received by J^div nipd^^ls will 

be constructed to project the fiituce implications for the above vari- 
ables 0f changes- in pension jplan characteristics.- 

(6) Impact of Inflation oh Private Pensions of Retirees, 19^0-74: 
Findings frorti: the Retirement^ Hi^tory^ Study. HEW/SSA/ORS 
(ih-hpuscj) Gayle TKpipjjsbn; Rpvembe 1978. 

JMany private pensions plans have provided benafit increases or 
other forms: prpte^ their retired ^vbrkers 

in recent years. This article, based on x)an^l data from the RHS, 
Examines the ext^tr to which cpniplet^^ indtheir 
sixties benefited from these increases from 1970 to 1974. The private 
pension benefits of retire^^ rbsei slightly during the peridd, bUtr^lieir 
piirchasing power declined sharjily on account of the considerable 

growth in the inflation rate. SdciiaJ security beiiefit^j^ on the bthef 
and, rose substantially more than the coxteumer ptl^ in^lex. As a 
result, total retifemept benefits largely maintainea or nearly main- 
tained their purchasing power. 



^ B. ISSUES IN PUBLic EMPLOYEE ^B|M|teNT PLANS 

:i (1) The Public Pension CrS^is: My th^ SS^SS^^^^^^* American 
Federati^ra^of Statev Cpun^ ftW ^^uhicipH^M (Washington, 
B.C.) ; (in-house) ; Robert Kalman. TpW^ 

A^tudy of State and local by AFSCME. 

Results have been puhli^ed irifva^ous joum . ; 

(a) '^Stat^ and Lbcil Jtegtilatidn of Pension Plans" appeared in 
July 1978 JoumiU of Pem^n Planning and CoEopliance. 

(b) '^Hdw Much Fed^al Regulation ©o Public Funds Need?" 
speared in August 1978 Pension World. ^ 

- (c) "Current Fe^d^ral Law Regulating State and Local Pension 
Plans" appeared in September:1978:Employ^^ Benefit: Jaumo^ 

- te) Retirement Proposals and Alternatives in the Military. CBG; 
R<9>lrt iHalii Joel Slackihan ; completion December 1979. ~ 

This s^dy was initiated at the requlst of the House Armed' Serv- 
ices^biMMt^e to review changes prbgbsed J^ the^ Military Com 
sation Administration. , it relates to compensation as a whole, but 
prim amy to the retirement s^tem^ and Will asses^ other alternatives 
m tems of cost and military retention. , ^ ' 

rs^v^ag^ i^tid Retireme^nt System Clmracteristics i^'PublicJSector 
(e^ComponeAts). Cornell University (Ithada, N. Y.); Ronald Ehren- 
serg, Robert Smith; National Science Foundation; October 1977- 
S^tember 1979. : : - : ^ 

^^a) "A Framework for^Evaluating State and tocal Pension Plans"; 
Robert Smitb,:R<^^ :^ iiiz^i::: 

' Reviews relevant economic theory and empirical evidence relating 
to pension reform in state and local sector. ^ - 
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• _ .. .. '.. ■. . ■ 

(b) 'Tension Under-Funding and Wii^es iii the Public Sector"; 
Robert Smith. ; ; ; 

An epipirical analysis of the extent reUretoent t^haracteristtcs^ in-- 
ciudinp: under-ending, are related to wage rates of public emploj^Bes. 

(c) **RotireSKont System Charnctcristics imd Com Densati n ^ ^^age 
Ditferentials in the Public Sector" ; Ronald Ehrenberg. 

• T\yb basic hypotheses concerning the ^:elatiohshii) 
whiles and salhries of public omploybbs and the chaiuctep 
jiensibh plans that cover 

(i) Do employees with more generous pension plann tend to receive 
lower wage&i ee tens paribus^ : l : : : _ : j : i : ;i 

(ii) :Do employees who are more certain to receive the. retiremfeni 
benefits to which they are entitled teiid to receive lower wages, ceteris 
paribus? 

(d) ''Correlates Of Uriderfuhdihg pf Public' Sector Rbjtwement 
SystemsV' ; Ronald Ehreriberg. 

(e) *^The Costs of Definea Benefit Pension Plans and Firm Adjust- 
ment'^- B^irtBarnow^ Ronald Ehrenberg, AO 

Theoretical paper mdicitt-ing how employer's costs of various pen^ 





ipl byws: is^ xvbt leyeKiNo <l€ fined behefit pla^ can be * *age i 
since it costs more to provide a given levoi of benefits for an oliie^. 
w orker th an jiiyouh^er worker^ : z - j ^ : : : _ " ' 

(f) '^RetirementPoHcies, Employment and Unemployment"; Ron-^ ; 
aid Ehreiiberg. 4K' 

Consideration of the influence of policies such as sociaJ. security, 
ERISA, the Manhart case, and early retireinent provisions in private 
cbllective bargaining on the level and distribufion of emplbymeht and 
unemployment. j i _^ _ __ 

(4) Reseryies Cbmpensatibn Syste^^ Study. E>epartment of Defense 
(in-iiouse) ; Rear Admiral Richard Altmann; completed 1978. ^* - 
^resid en tiall^: d rreet ed J'^vie w of J| te intire ::COinj>ensa^ sy s t em 
for the Reserve^^ including design fwit recommencfationS for a new"^ 
tiem . Re tirgnept?is deal t with only tts i t afTecjts th e reserves , and ag- 
incentive pro^rq-nj far enlisting is established. . /• 

^ l^veLof Benefits Project f^ Office of Personnel Msna^^mwiii.V ' 
DDL/BESr i^n-bGuse) ; September 19^^ : 

In an St tempt to und^^and how to achieve fuUcomparabUitjr in ^ 
pay": tetweem the federcd and private sectpKJ,ith^^ study zwil^ 
data and petform analysislxjn ; private sector benefit plans, including 
pensions^ C^fc^deration be giveh to revamping the Fedem^^ 
pensation system to include value of bemfits such as pensions, health 
insurance aii^ i *^: ^ 

(6) Universal Social Sectrrity Coverage Study. HEW (ih--house) ; 
Joe :^artlett^-July 

-To^$tu^y in consultation with DPM and otSer agencies, the ad- 
viisability, feasibiUty^and impact of alternatives for univerisal coverage 
by social seciirity. HEW ^ul be cohcerhed jvith sburces bf income^' 
the effecte of-vanous i25fe*ej»en^r programs on individuals, and irapactV 
bh prbgi:am financing. " " ' _ : j n ""j/^ -- ^ 

' ■ - Str ' " "^^ ' '~ ' " 



(7) State and ioc^f RetSement Systems. HEW/SSA/pRS (in-- 

o 

\ K 
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Study of: coverage and beneficiary data fbx: those State and local 
govemment retirement plans which have .1,000 or nibro employees 
also CO w red_^_ sociaL security : Their prbgram _ pro yisionsi^^jcon tnb u- 
tion levels, vesting^ and inflation escalator protection provisiaris are 
deseribed^^ 2 : iii: :zzl: :z :z : : :z :::z:z:zzi: 

(8) Pension Task Force Report ^on Public Employee Retirement 
^stemsl House CommiUee on Educatibn and Labor ; ^S^^ 
on tabor MahagemenLRelations; Completed March 1978. 

Study tacluded a 1975 census of Federal, S^^^ ajnid local^goy^^ 
mejit retirement systems to;, identify universe and characteristics of 
public pension plans. Information on administration, benefit structure, 
finances and fiinding \yas gathered from a sample of public plans. A' 
separate ^survey of public funds -focused on investment operations. 
State anU local la\Ys affecting retirement systfjiris jvere recorded and 
analyzed. . _ _ : 

: (9) Report of Presideh^^ Commissibh oh Military Cbmpehsatioh. 
J^esident s Commission on Miliary Compensation; Charles Zwick; 
Department-of D^^ 1 ftTp- April 1:975- : : : : z : V 

Recommendations for the military retirement system; Proposed 
radical ibyer ha u] su eh that ves tjng oul^^ocjiiSr after 40 years of mili- 
tary service, rather than 20. (3ther recommendations include: Deferral 
P^r^tiree's pay Until retire^ certain age; bptibh to receive a 

lump sum payment upcfli retirement. 

(10) Public Pehsibli Plans: Standards of Design, Funding arid Re- 
porting. University' of PefMisylvania^ Wharton Schocte^Phfladplplua, 
rtw); H. Wipklevoss, D. McUill; National Science Fomdation,: 1979. 

Public pension plians have evolved over time without cohsideraticm 
of all factors concerning benefit structure, funding policy, anttiis- 
closure of financial informal about plans. Cbns0quentb^, the o|^<V- 
tive of this study is to provide standards for public benefit planfiwwth 
respec t t achiof these mat t ers _ : - : 11^^ : : : : : 1 :: : z - z - : 

(11) Analysis of State and tocal Pension issues; Urban iiis^fcate 
(Washing^,- D.G.)i^ G^gggO'etersbh ; TiUD, DQL/PWBP^ jResi- 
dent!s Commission on^ensioTi'.Policy, HEW Task Force on U^rajrsal 
Cbverage ; Septeniber1[978-^^ i^SjSi^ 

tThis 5;tudy applies a combination of actuarial and econoj^taKpLaly- 
sis *techniq lies to State and local pension issue^. Pension^bet^j^^ wi^^ 
be analjjzed in terms of: fl^ ^^deqiiacy in relatibn.to earriihgSjMplace- 
/men t and minimum iLvini^^sMndards; and (2) conmarabihtwmiong 
;v&l^^?tions and, in relation to the privatie sector. 
*_«^^^ses3ed for various State local ^sterns using ^t-^griety of 
^^^^^^fetermi^mg -jneehan 

"f- acllfRrial assumptions will be described. Pension funding \5ffl i)e con- 
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